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IKE any great emergency, the 
depression involved an increase 
of public spending and pre- 

sented the problem of choice as to the 
methods of providing the funds. It is 
now a matter of history that little time 

as spent in canvassing the alterna- 
tives, which were, obviously, the cash 
basis versus borrowing. The assump- 
tion was made that because all taxation 
is burdensome, its increase under de- 
pression conditions would therefore 
retard recovery. There was apparently 
no realization that many of the things 

) be done in connection with, and as 
a result of, the loan policy would retard 
recovery fully as much as more taxa- 
tion would have done. Nor was there 
any concern over the ease with which 
the lavish usé of credit leads to its 
disintegration of 
of democratic 


abuse, and to a 
normal 
government. 
This paper will deal with the kind 
depression tax policy that might 
ive been used and with some of the 
ts of the loan and tax policy that 

1as been pursued. 


processes 


A Depression Tax Policy 


A cash basis, balanced budget policy 
was by no means an impossibility for 
the Federal Government during the 
depression. Resting on increased taxa- 
tion such a policy would have required, 
however, a very different set of assump- 
tions from those which underlay the 
program that was actually followed. 

First, it would have involved a far 
more limited view of the scope of neces- 
sary government activity. The most 
important emergency task undertaken 
during the depression was to provide 
relief. No one starved, but in every 
other respect relief was not well han- 
dled. Had the relief funds been pro- 
vided by taxation, there would have 
been an immensely greater incentive 
to discover the causes of this burden 
and the best ways of terminating it, 
subjects toward which the attitude of 
government agencies has been one of 
indifference or even of hostility. 

Under this restricted conception of 
the government task there would have 
been no room for costly experimenta- 
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tion. The loan method of providing 
funds seldom promotes prudence, and 
in the present instance it has appar- 
ently failed, in large measure, to stimu- 
late even that degree of concern for 
the wisdom and social advantage of 
the things undertaken which may nor- 
mally be expected of those who are 
spending other people’s money. 

Second, reliance on taxation would 
have required a reversal of accepted 
taxation methods. Since 1913 there 
has been increasing disposition to 
regard the income tax as a Federal 
prerogative, and as the most important 
feature of the Federal tax system. The 
Federal taxation resources have come 
to be measured and expressed more 
or less exclusively in terms of this tax. 

But as applied in the United States, 
the income tax is essentially a prosper- 
ity tax. From a peak of $2,348,000,000 
on incomes of the year 1928, its yield 
dropped to a low of $615,500,000 on 
incomes of the year 1932. ‘This experi- 
ence was deemed to have closed, quite 
conclusively, the case for any sub- 
stantial increase of tax receipts, a posi- 
tion which seemed the stronger when 
the income tax yield did not respond 
actively to the successive advances of 
the rates. 

Extreme variability of yield is in- 
evitable under any tax which depends 
for its productivity chiefly upon large 
incomes. Such incomes are composed, 
in the main, of profits, and this share 
of the social income is highly variable. 
During the initial stage of a prosperity 
movement profits expand rapidly, be- 
cause of the tendency for prices to rise 
at a faster rate than costs of produc- 
tion. In the depression phase of the 
economic cycle profits disappear en- 
tirely at many points, and their aggre- 
gate volume is greatly reduced. 
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The extent to which the Federal tax 
is dependent on the few large incomes 
is easily demonstrated from the pub- 
lished statistics of income. Table | js 
based on these data. The years chosen 


TABLE I 
Tota. Incomes AND TOTAL TAXES IN THE PERsoxa) 
IncoME BRACKETS $100,000 AND ABOVE For 
CERTAIN YEARS 
(Amounts in millions of dollars) 


Ratio t 
Total Ratioto Taxeson Taxes on 
Incomes of All Per- Incomes of All Per- 
$700,000 sonal In- $700,000 sonal In- 
Year and More come and More come 
1917 ~—- 1, 606.5 11.7 361.5 $2.3 
1918 990.2 6.2 469.7 41.6 
1921 463.0 2.3 202.2 28.1 
1925 2,317.8 10.5 358.8 48.7 
1929 )=- 4, 368.2 17.6 653.4 65.3 
1932 383.5 3-3 110.4 33-4 
1934 419.8 3.2 179.9 35.1 
1935 498.4 3-4 243.6 37.2 


Source: Preliminary Statistics of Income, 1935, Tables 
5 and 6 (containing summaries of data for each year 
since 1916). 

for this table reflect the major swings 
of all personal incomes. The proportion 
which the aggregate of the large in- 
comes (i.e., $100,000 and above) bears 
to total personal incomes is small ex- 
cept for the years of marked prosperity. 
Even at their peak, in 1929, these 
incomes comprised only 17.6% of all 
personal income. Yet the proportion 
of the total tax is always relatively 
high. In 1929 this group of incomes 
supplied almost two-thirds of the en- 
tire tax on personal incomes, and at the 
bottom of the depression it supplied 
one-third of all such taxes. 

In addition to being so definitely a 
prosperity tax, the great lag between 
tax collection and the period in which 
the income to be taxed is earned or 
received makes this tax quite unsatis- 
factory when quick revenue results are 
needed. For example, if business is good 
in the first half of 1937, it may be 
December, 1938, before all of the tax 
is paid on the profits from this business. 
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In so far as corporations or individuals 

rt on a fiscal year basis, it may be 
sometime in 1939 before the Treasury 
will get the final fiscal advantage from 
the good business done in the spring of 
1977. Obviously the income tax, as 
erated in the United States, is not 
juickly responsive to a sudden need 
or additional revenue. 

Once the irregularity and fiscal in- 

lequacy of the income tax during 
lepressions are recognized, it remains 

consider how sufficient revenue 
icht have been obtained to keep the 
essential emergency functions on a cash 
basis. The experience of some of the 
states in this respect is illuminating. 
Crowded out of the income tax field 
by the growing Federal exploitation 
thereof, they turned to indirect taxes, 
and particularly to the sales tax. These 
xes proved to be far more productive 
| dependable during the depression 
n the income tax. Had the Federal 
Government corrected some features 
the income tax which contributed 
the irregularity of its yield, and also 
idened the Federal tax base by 
re extensive use of indirect taxes, 
there is little question that it could 
have obtained a revenue sufficient for 
all legitimate requirements of the relief 
gram. In fact, it was only as there 
vas extension of the indirect taxes that 
substantial stability was achieved in 
the Federal tax receipts. 

The case against such a Federal tax 
policy for the depression was closed in 
advance by various arguments. In- 
direct taxes were and are opposed as 
being contrary to “ability to pay,” 
and as not producing that state of 
mind in the taxpayer known as “tax 
consciousness.”’ 

The ability concept has a valid place 

taxation theory, but it has been 
overworked and overpublicized. It has 
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been invoked to support graduated and 
excessive taxation of business income, 
although ability is a purely personal 
attribute and it makes sense only when 
one is dealing with the relative tax 
burdens and obligations of individuals. 
Further, the assumption is frequently 
made that any kind of rate scale which 
a legislature may happen to set up is a 
correct application of the principle. The 
truth is that while the ability theory 
does justify progressive taxation of 
total personal incomes or total per- 
sonal estates, it is so abstract and so 
general as to afford no clue whatever 
to the proper scale of rates. Excessive 
rate scales, as well as those which rise 
too slowly, may therefore be outright 
violations of the principle. 

Considering ability, not as an ab- 
straction but as a practical matter 
which covers such concrete details as 
paying the tax as well as the philosophy 
of the relation of the tax to the tax- 
payer’s total income, we may find that 
administrative differences alter the case 
somewhat. Adam Smith might have 
objected to our reading his third canon 
in close conjunction with his first one. 
But if we take this liberty, in the search 
for a realistic conception of ability, we 
find that the indirect taxes rank well 
where the income tax is weak, just as 
this position is reversed when judg- 
ment is passed simply on the basis of 
the first canon. 

The third canon is: “‘'The tax should 
be levied at the time and in the manner 
that is most convenient for the tax- 
payer to pay it.’’ Convenience is the 
great virtue of the indirect taxes. Quar- 
terly payment of income tax is a con- 
cession in that direction, but the 
indefinite number of small installments, 
characteristic of indirect taxes, is a 
perfect application of the principle. If 
we think of ability, not as meaning 


merely that one has had the income at 
some time and that the money to pay 
the tax has been in hand at some time, 
but also as meaning a minimum of 
financial embarrassment in meeting 
the successive tax installments as they 
become payable, then our former harsh 
judgments respecting the indirect taxes, 
based solely on their regressivity, seem 
to stand in need of some revision. 

Much nonsense has been uttered and 
written about “tax consciousness.” 
The idea is that when the people have 
become tax conscious, they will at once 
demand more efficient and more eco- 
nomical government. This is only a 
pious hope. It rests on a naive faith in 
human reactions that is largely unsup- 
ported by experience. Burdensome 
taxation of any sort, or a tax that is 
unpopular or deemed to be unjust 
according to the current view of equi- 
table taxation, will produce a reaction. 
The direction of the force of this 
reaction is as unpredictable as that of 
dynamite. If it leads to an attack on 
the wastefulness of government, such 
result will be by chance only. Property 
owners should be tax conscious, accord- 
ing to the accustomed logic, yet they 
have done very little about the wastes 
of local government, simply as a result 
of knowing what their taxes are. Gaso- 
line taxpayers have made no concerted 
protest against the wastes of highway 
construction, nor have income tax- 
payers banded together to protest 
Federal or state wastes. 

It is well known that indirect taxes 
may develop tax consciousness, al- 
though the direction of the reaction is 
quite unpredictable. In New Jersey, 
consciousness of a’ sales tax led to 
its repeal and not to a demand for 
less costly government. The reaction 
against the eighteenth century English 
excise took the direction of clubbing 
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and knifing the collectors, and of ap 
immense satisfaction in the consump- 
tion of smuggled tobacco and liquors, 

Again it is possible that the rigid 
theorists have overlooked something 
in always assuming the taxpayer to be 
ignorant of his indirect taxes. Quite 
possibly he is better informed than js 
commonly supposed, and on this basis 
he may prefer the greater convenience 
of indirect tax collection to the djs- 
advantage of paying, in lump sums, 
other kinds of taxes which would bear 
a somewhat smaller ratio to his total 
income. He is certainly spared, under 
such taxation, what Adam Smith de- 
scribed as the “odious visits of the 
taxgatherer,” and he may be wise in 
his acceptance of a somewhat higher 
tax, levied indirectly, as the price of 
his escape from these visits and their 
inevitable inquisition. 

A further potent reason for not con- 
sidering the cash basis method of 
financing the depression obligations, 
and the kind of taxation that would 
have been required to support this 
policy, was present but not expressly 
admitted. Such a program did not fit 
at all with the “‘soak-the-rich”’ doctrine 
that was, and is, so prominent a feature 
of current social philosophy. It would 
have been highly inexpedient, as 4 
matter of political tactics, to offer a 
program of lavish spending and als 
to propose that it be financed by taxa- 
tion methods which would have a! 
fected every one in some degree. It 
would then have been necessary 
supply more lucid and convincing e%- 
position of the reasons that warranted 
the liberality than would have been 
convenient in all cases. It was obvi- 
ously more popular to lay all the blame 
for the misfortunes of the poor upon 
the misdeeds of the well-to-do and the 
rich, and to promise full redress by 
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entrating the taxation and the 
ation upon these groups. The in- 
istency of proposing to make 
everybody richer by making everybody 
rer was never recognized. 


The Depression Loan Policy 


While it would not have been im- 
ible to formulate a_ reasonable 
relief and recovery program on a cash 
, supported by taxation, this was 
done.! The advocates of large 
ding wanted to deal in larger sums 
in could have been provided in this 
y, and the advocates of taxation 
ding to a narrowly construed 
ability principle objected to such broad- 
ening of the Federal tax base as would 
have established “Sffreasonable relief 
program on a cash basis. Great efficacy 
was imputed to curious notions about 
the stimulating effects of depression 
spending, and many deceptive argu- 
ments were urged to prove that fiscal 
perfection was to be achieved through 
cyclical rather than annual budget 
aiancing. 
Self-deception took the form, also, of 


comparing the depression with a war, 
and of concluding that deficits were 
equally legitimate in both cases. The 
soundness of the major premise and 

the analogy are alike open to ques- 


tion. It is by no means clear that every 
war should be financed by borrowing. 
This pernicious practice has done in- 
calculable harm in the past hundred 


ind fiity years. The device of public 
redit has been quite as responsible for 
endangering the peace of the world as 
the invention of gunpowder. Neverthe- 
less, when war loans are used, financial 


faced and dealt with a depression situation 
ble magnitude on virtually a cash basis. 
Ci. H. L. Lutz, “England’s Financial Policy, 1928- 
1937 Pr ceedings of the Academy of Political Science, 


1937. 


tary of the Treasury Morgenthau, in his recent 


experience counsels that every effort 
be made to tax the people to the limit. 

It would be quite unfortunate to 
press too far the analogy between the 
depression and war, for another reason. 
A well-established fact of history is that 
no war has ever solved any problem, or 
accomplished any other result except 
the impoverishment of the people en- 
gaged in it. Today, with a sizeable 
business reaction under way, with the 
budget still a considerable distance 
from being balanced, with an enormous 
public debt, and with an indefinite 
future of crushing taxation in prospect, 
it becomes painfully clear that this 
war, if it really was one, has run true to 
form.” 

The general facts of the depression 
borrowing are well known and may be 
passed over here. Attention may profit- 
ably be directed, however, to some 
consequences of the deficit policy 
which was supported by the large loans. 

1. An immense debt principal has 
been created which, we must assume, is 
eventually to be repaid. Debt service 
requires taxation and it is now becom- 
ing clearer that the loan policy has not 
been entirely a clear gain. On paper it is 
possible to prove that taxation for 
domestic debt service is a mere transfer 
operation. In practice, the fact remains 
that the ‘“‘stickiness”’ of taxes, the 
friction of high-geared and sometimes 
none too judicial tax administration, 
and the adverse psychology of heavy 
taxation are not altogether counter- 
balanced by the return flow of funds 
into another set of pockets. 

2. A heavy load of debt management 
has been laid on the Treasury. ‘lo 1960, 
address before the Academy of Political Science, 
stressed again the point so frequently made a few 
years ago, to the effect that the government had been 
at war against the depression. This address may be 
found in the New York Times of November 11, 1937. 
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at least, the future bristles with debt 
maturities, many of which run into 
large figures. An imposing mass of 
floating and short-term debt must be 
handled during the next five years. The 
task of juggling these maturities will 
be a definite handicap if the future 
contains another serious emergency 
situation of any sort. 

3. The circumstances of the bor- 
rowing have been such as to create an 
artificial situation respecting the public 
credit. The bonds and notes were not 
sold to the people, but to the banks and 
to institutional investors. ‘The inactive 
condition of business established an 
abnormal price and yield structure for 
the government paper; that is, despite 
the low coupon rates, the net yield 
on these obligations has been even 
less. 

This price and yield position is arti- 
ficial in that it can continue only while 
the private demand for investment 
funds is relatively restricted. Unless 
good evidence can be produced to show 
that the interest rate can never again 
rise much above 214%, it must be 
recognized that if and when such an 
advance occurs, it will automatically 
cause a recapitalization of the stipu- 
lated income from all fixed income obli- 
gations, including government bonds. 

4. It has always been characteristic 
of Federal Treasury policy to assume 
that low interest rates and low invest- 
ment yield on the government paper 
are normal phenomena. Many devices 
and expedients have been tried in the 
effort to preserve this illusion.* In the 
present case it appears to have been 
assumed that the extremely favorable 
credit conditions of the depression must 
continue until the period of deficit 
financing ends, however long that may 


3 Cf. Robert A. Love, Federal Financing. New York: 
Columbia University Press, 1931, passim. 
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be. Accordingly, the government has 
become committed to the maintenance 
of easy money, low interest rates, and 
low investment yield, and to the ma- 
nipulation of the market in order to 
preserve this status. When Federa| 
bond prices softened in the spring of 
1937, the Treasury and the reserve 
banks began to buy, ostensibly to pre- 
serve an “‘orderly”’ market. This inter- 
ference with the course of the market 
did not serve to establish confidence, as 
later events revealed. 

5. A fifth consequence has been a 
singularly inconsistent policy with re- 
spect to banking reserves and the credit 
inflation which excess reserves tend to 
encourage. On one hand, the reserve 
bank purchases of securities, and the 
earlier Treasury policy of buying gold, 
tended to pile up excess reserves. On 
the other hand, the Board of Governors 
of the Federal reserve system, in an 
effort to neutralize the effects of over- 
large reserves, made successive in- 
creases in the legal reserve ratios. The 
effect of the gold purchase policy on 
the reserves must have been apparent 
from the beginning, but it was not 
until December, 1936, that it was 
modified through the so-called “sterili- 
zation” order, which suspended the 
practice of replenishing the govern- 
ment’s account after making gold 
purchases by delivering gold certificates 
to the reserve banks. Thereafter the 
gold was paid for by selling additional 
bonds or notes, an operation which 
tended to lessen the volume of reserves. 
The recent action, whereby $300,000,- 
000 of gold was “‘de-sterilized,” is a 
further indication of the government's 
intention to manipulate and influence 
the market, and the large quantity o! 
free gold now on hand suggests the 
extent to which such action may be 
carried. 
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\nother application of this policy 
the authorization to the Treasury 
buy and sell Federal securities. 
lreasury purchases of securities in the 
rse of debt retirement are entirely 
roper, as are Treasury sales of securi- 
ties in the course of new or refunding 
financing. The blanket authority makes 
ssible, however, open market opera- 
ns having nothing whatever to do 
with the normal process of creating or 
retiring public debt, and hence for 
Treasury manipulation of Federal se- 
rity prices and the volume of bank 
redit. The dangers flowing from such 
operations when they are inspired by 
the peculiar viewpoint which may at 
times prevail relative to the duty or 
the need of the Treasury are obvious. 
6. The deficit policy has encouraged 
se who would dispense with the 
rmality of issuing redeemable obliga- 
ns and resort to more positive 


methods through currency inflation. In 
addition to the power, vested in the 
President and the Secretary of the 


Treasury, to require the reserve banks 
buy a large quantity of Federal 
thereby stimulating credit in- 

ation through increasing bank re- 
serves, the Thomas Amendment to the 
\AA of 1933 is still alive. Under this 
law, some $3,000,000,000 of Green- 
ks may be issued. Nothing has been 
ne, as yet, under this amendment, 

it is always necessary to reckon 
with the currency inflationist pressure. 


No one takes Senator Thomas seriously 
enough to be greatly concerned over 
is perennial printing press schemes, 
but the matter may assume a different 

pect in the minds of some because 


Senator Norris made a somewhat simi- 

roposal not long ago. He was 
ted in press dispatches of June 10 
saying that he intended to suggest 
issue of paper money against the 





unobligated gold. The argument was 
that this would help the government 
balance its budget and pay its debts. 
In form, these bills would be gold 
certificates, but in substance they 
would be simply paper money, since 
they would not be redeemable to the 
private holder in gold. He was reported 
also to have said the following: 


It is a simple matter of currency expan- 
sion. The government owns the gold the 
same as I own my coat, and it has every 
right to use it to pay its debts.‘ 


The Senator forgets that Germany, 
Russia, and various other countries 
began their disastrous post-war print- 
ing press inflation by assuming that 
they were engaging in a simple matter 
of currency expansion. It might be 
urged that there is no material differ- 
ence between creating large-denom- 
ination gold certificates which are 
deposited in the reserve banks and 
creating small denomination certifi- 
cates which are passed out to the 
public. The operation would be infla- 
tionary, either way, but the creation 
of inconvertible paper money with 
legal tender power, for the express 
purpose of balancing the budget, would 
have very adverse moral and psy- 
chological effects. Such results may be 
anticipated particularly because this 
step would come after a long period in 
which the budget has been badly unbal- 
anced, and after a succession of prom- 
ises regarding this balancing which, 
superficially, give an impression that 
vigorous effort has been made to 
achieve this condition. The use of paper 
money under such circumstances would 
quite probably be interpreted as an 
admission of inability to accomplish the 
balancing in any other way, and thus 
as the beginning of the end. 


4 New York Times, June 10, 1937. 
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7. Finally, the loan policy has en- 
gendered too general indifference to- 
ward the state of the budget and 
toward the need of any expenditure 
reduction in order to balance it. This 
is a perfectly natural outgrowth of the 
manner in which the funds have been 
obtained. Credit inflation is so easy, so 
painless for all, and it produces such a 
soothing sense of unlimited financial 
resources, that it has lulled all but a 
very few into a false sense of security. 

One of the worst results of the 
manner in which the depression re- 
quirements have been financed is the 
permanent effect of this policy on the 
level of public expenditures. The his- 
tory of the Federal finances reveals 
that after every great emergency ex- 
pansion, it has been impossible ever 
to reduce the total expenditure to 
anything like the earlier amount. Here- 
tofore, war has been the chief national 
emergency, and in every case our wars 
have caused permanently higher costs 
of government afterward. 

The lavish depression spending has 
had the same effect. When the large 
deficit policy was decided upon, every 
one supposed that it would be but 
temporary, and that the budget would 
in time return to the Coolidge level as 
modified by the normal growth trend. 
Only a few realized that a temporary 
expansion of this magnitude would 
leave its permanent mark. In A.D. 
2,000 American taxpayers will still be 
feeling the effects of the “temporary” 
spending policy that was adopted in 
the 1930’s. 


Some Further Consequences of the Deficit 
Policy 


The financial measures actually em- 
ployed during the depression were not 
adopted simply because they repre- 
sented anyone’s judgment to the effect 
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that they constituted, in the aggregate. 
the easiest and surest way of Carrying 
the necessary load of public support 
until the storm had blown over. They 
were a product of other influences and 
views, and their fiscal effects were 
frequently subordinated to other pur- 
poses or ignored altogether. 

For example, while there was no 
great pretense of using taxation to 
finance the increased public obliga- 
tions, there was a considerable amount 
of tax legislation. The nature of this 
legislation suggests that the primary 
purpose was not to increase the revenue 
but to serve as an instrument of govern- 
ment regulation and control. During 
the years 1932 to 1936 inclusive, taxa- 
tion provided less than half of the 
total spent. As in medieval times, it 
was once again a minor source of public 
funds. 

On the other hand, there was much 
legislation in which taxation figured as 
a regulatory instrument. The produc- 
tion of cotton, tobacco, potatoes, coal, 
and other commodities was brought 
under government control, with a 
penalty tax to keep unruly producers in 
line. These laws were rejected by the 
courts, but another specimen, the 
Guffey Coal Act, has set up an impossi- 
ble scheme of regulation for the soft 
coal industry, with a penalty tax that 
will make the operators glad to comply 
with the regulations. 

The tax policy has degenerated, at 
certain points, to a very low standard 
of morality in its treatment of the 
taxpayer. Two examples only will be 
mentioned. One is the elimination o! 
the net loss deduction, and the other is 
the restriction of capital loss deductions 
to $2,000 unless there have also been 
capital gains during the year. In both 
of these cases the government has 
taken the unsporting attitude, “Heads 
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vin, tails you lose.” Because of these 
visions, the tax law has been aptly 
racterized as “‘jug-handled.” A fair 
| honest arrangement would be one 
sented by a loving-cup rather than 
The taxpayer as well as the 
vernment deserves a handle to take 
of, else it will be a long time 
between drinks for the citizen. 
The treatment of incomes, both in- 
lividual and corporate, has been in- 
reasingly severe under the successive 
revenue acts, while the rates levied on 
estates (and the compensatory tax on 
have been frankly designed to 
lestroy large accumulations as quickly 
as possible rather than to produce a 
regular flow of revenue from death 
duties over a long period. The most 
damaging aspect of excessive taxation 
incomes and estates is its effect on 
he volume and the growth of the 
nation’s capital fund. Indignation over 
the presumed, or established, unethical 
methods by which large estates and 
large incomes have been acquired has 
lestroyed entirely the capacity to real- 
the social and economic contribu- 
tion to the general well-being that is 
nade by these accumulations as such. 
Resentment against individuals has 
been permitted to dictate severe re- 
against the economic system. 
In consequence, tax rates have been 
too high for the best revenue re- 
either in the present or in the 
ng run. These rates keenly stimulate 
avoidance through utilization of 
every possible loophole in the law, and 
they tempt some to take the long 
chance of unlawful evasion. Such nat- 
| human reactions against oppres- 
sive taxation have been met by an 
creasingly suspicious and hostile ad- 
Ci. the following passage from the President’s 
message of June 19, 1935: ‘‘A tax upon 
ted economic power is a tax upon static wealth, 


ministrative attitude, and with a dis- 
position to cover with opprobrium 
those who have failed to maintain a 
sweet and sunny disposition under the 
tax lash. 

Further, there has been complete 
disregard of the long-run effects of the 
current tax policy on the sources of 
supply from which the capital fund is 
supported and increased. It has been 
assumed that the taxes paid on large 
incomes or large estates do not affect 
the supply of capital since these taxes 
are paid in money while the capital 
apparatus consists of factories, ma- 
chines, raw materials, ships, railways, 
and the like.’ Obviously, there are as 
many of these productive goods after 
the tax is paid as there were before. 
Hence, it is said that the taxes have 
not diminished the nation’s real capital. 

This view regards only the immedi- 
ate, and not the long-run, effects of the 
tax policy. It is true that when a large 
estate must be liquidated to pay the 
death taxes, buildings and machines 
do not immediately disappear. The 
securities representing equitable in- 
terests in these capital goods change 
hands, and apparently no damage has 
been done. It is equally true that when 
50% or more of a large income is taken, 
the business which produced the in- 
come is not at once affected, nor is the 
taxpayer himself rendered entirely des- 
titute by paying income tax at such 
rates. 

It must be plain, however, that taxa- 
tion of incomes and estates at the rates 
now imposed must curtail materially, if 
it does not wholly check, the flow of 
funds from present sources for the 
replacement and extension of the capi- 
tal equipment. The assumption is 
not upon that dynamic wealth which makes for the 


healthy diffusion of economic good.’”’ House Document 
229, 74th Congress, First Session. 








138 


prevalent that this capital equipment, 
having been once created, is a perma- 
nent and imperishable thing—hence 
the conclusion that only good can come 
from an equalizing tax policy which 
reshuffles the titles to this mass of 
supposedly permanent wealth. The 
truth is that the existing stock of 
tangible capital goods will soon wear 
out and disappear unless it is sustained 
and renewed by a perpetual flow of new 
investment. The important question 
then arises as to how the life blood 
of the nation’s productive wealth is to 
be provided if the present levels of in- 
come and estate taxation are continued. 

The available alternatives are none 
too promising. One is the government, 
and the socialist at once asserts that 
the state can and should own, main- 
tain, and extend the capital supply. 
The only way by which the state can 
assure the necessary life blood of 
capital is through compulsory mass 
saving. This is being undertaken in 
Russia, where the ruling group decides 
how much of the nation’s productive 
energy shall go into capital goods. 
Wages and prices are then adjusted so 
that the workers are just able to buy 
the quantity of consumers’ goods that 
is allotted for production.® If the Russian 
experiment proves anything, it is that 
an autocracy can save and plan better 
than the mass of the Russian prole- 
tariat, but it proves nothing whatever 
as to the superiority of government 
over the individual in this country. 

It is useless to expect that govern- 
ment saving can repair the damage 
being done by inordinate taxation, for 
the government cannot make ends 
meet, even after applying all that it 
takes from the rich to the current sup- 
port of the poor. Furthermore, since 


* Cf. L. E. Hubbard, Soviet Money and Finance. New 
York: The Macmillan Company, 1936, passim. 
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the nature of this fundamental problem 
is not at all recognized in government 
circles, it is the more futile to expect 
that steps will be taken to repair dam- 
age which no one realizes is being done, 

The second alternative is that the 
great number of those with small jp- 
comes will be able to supply the needed 
capital funds. This is quite unlikely, for 
in the past the task has required the 
contributions of those with large in- 
comes as well as the amounts supplied 
by the marginal savers. The current 
taxation of personal incomes and es- 
tates is clearly a sacrifice of the future 
in order to gain a temporary and illu- 
sory advantage today. A similar sacri- 
fice is being made in the treatment of 
business corporations, for the tax on 
undistributed profits is a device to 
compel the distribution of all earnings 
as they are earned, regardless of the 
wisdom or advantage of such distribu- 
tion from the standpoint of the business 
as an economic enterprise. The flood of 
special dividends in 1936 refuted the 
charge that earnings had theretofore 
been withheld at the command and 
in the interest of large stockholders. 
Had the corporations generally been 
subject to the kind of manipulation 
that was alleged, they would have held 
back their profits as usual and have 
paid the extra tax, for the special 
dividends distributed were subjected 
to still higher rates of tax in the large 
individual returns. The full effects of 
this policy will be felt in the next severe 
depression, when productive opera- 
tions, employment, and dividends wil 
be even more irregular than they were 
in the last one, by reason of the de- 
pleted reserves. Needless to say, the 
public revenues will then suffer, like- 
wise, in greater proportion. 

Many features of the current tax 
policy appear to be deliberately framed 
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to penalize and discourage risk-taking. 
They ignore the fact that enterprise 
the core of the private economic 
em. In many other respects the 
endency has been to undermine self- 
liance, to encourage growing depend- 
nce on the government’s bounty or 
liom, and to substitute bureaucratic 
red tape for individual resourcefulness 
ind initiative. The tax policy definitely 
‘nalizes those who may not have 
succumbed to the demoralizing influ- 
ence of paternalism, by appropriating 
, substantial share of the fruits of suc- 
cessful enterprise while leaving the 
risk-taker to bear the full burden of his 
sses. The government’s true function 
of regulation should be that of pruning 
the exuberant and excrescent growths 
of enterprise, and not that of killing 
its taproot. 

\ second result, which may not un- 
reasonably be traced to the fiscal 
olicy, has been an inordinately greater 
propensity toward government regi- 
mentation of individuals and their 
private affairs. The supervisory ac- 
tivities of government have been ex- 
panding for some time, and their 
growing expense has been a moderate 
but universal factor in rising govern- 
ment costs. In the depression, the tend- 
ency received far greater impetus, and 
was given a definitely changed direc- 
tion. ‘he assumption has been encour- 
aged that government planning and 

ntrol are vastly superior to private 
control of enterprise. 

he only correct diagnosis of this 
Viewpoint is to call it government meg- 
alomania, a serious inflammation of the 
government ego. Its cause has been 
easy money. ‘The Federal Government 
has created such enormous quantities 
purchasing power through the ma- 
nipulation and abuse of credit, and 
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it has done this so easily, apparently so 
painlessly, as to produce an illusion of 
greatness. No one can talk of billions, 
legislate billions, spend billions, with- 
out developing an inner belief that he 
is a superman, that he knows best how 
other people should work and live and 
behave, and that he can run the world 
far better than anyone else. 

Naturally, an administrative hier- 
archy which has become thoroughly 
accustomed to thinking and dealing 
in terms of billions would be impatient 
with the slow, clumsy, trial and error 
methods of democracy, which must 
always tolerate enough personal free- 
dom to let people make mistakes. It is 
only natural, likewise, that this im- 
patience should generate a strong urge 
toward personal government and away 
from any system which sets limits 
to the scope of government action. It 
likewise begets contempt for the 
fundamental theory underlying limited 
government powers, which is that 
unrestricted public authority cannot 
be reconciled with personal freedom. 
When government is subject to no 
restraints, the individual is necessarily 
subject to complete restraint. A regi- 
mented democracy is a fundamental 
contradiction of terms. The unspoken 
purpose back of the attack on the 
Supreme Court was to secure a sudden 
extension of Federal powers into fields 
and for objects which could not be 
approved as constitutional except by 
judges specially selected to give such a 
construction. Had it not been for the 
way in which it was decided to deal 
with the depression, this regrettable 
attack on the government system 
would never have been made, for there 
could not have occurred, otherwise, 
that inflation of government purposes 
which prompted the desire to circum- 
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vent the constitution in so flagrant a 
manner. 

In summary, the depression financial 
policy has imposed upon American busi- 
ness two heavy burdens. One of these is 
taxation so extreme and so at variance 
with ordinary standards of good fiscal 
policy as to reveal a marked punitive 
element and purpose. The other is a 
regulation which goes much beyond the 
ordinary standards and purposes of 
state regulatory control and approaches 
regimentation. The root of both trou- 
bles has been in the system of deficit 
financing. 

The business reaction has gone so far 
as to produce agitation, in and out of 
Congress, in favor of tax modifications. 
It remains to be seen how much will be 
done to correct the tax abuses that 
have been operative. No serious con- 
cern on this subject was expressed in 
the President’s first message to the spe- 
cial session of Congress, which was as- 
sembled expressly to deal with some 
measures of stricter Federal control, 
namely, wages and hours, the farm sub- 
sidy, and the proposed regional dis- 
tricts. Nor was there anything, either 
in the message or in Mr. Morgenthau’s 
recent address, referred to above, to 
show that concern is felt over the dead- 
ening effects of the whole regimentation 
policy. 

This address was evidently designed 
to reassure business. The following pas- 





Sage, in particular, must have been go 
intended: 


The basic need today is to foster the fy! 
application of the driving force of private 
capital. We want to see capital go into the 
productive channels of private industry 
We want to see private business expand 
We believe that much of the remaining 
unemployment will disappear as private 
capital funds are increasingly employed in 
productive enterprises. We believe that 
one of the most important ways of achiey- 
ing these ends at this time is to continue 
progress toward a balance of the Federal 
budget. 


Under other circumstances this state- 
ment might have produced a greater 
effect than it did. In fact, it is simply a 
credo, a statement of beliefs and de- 
sires. It is faith without works, which 
has long been recognized to be barren. 
It will not be genuinely inspiring until 
it is implemented by definite assurances 
that another New Deal is to be dealt, 
this time from a deck which contains 
no Joker of punitive taxation and no 
“Jacks wild” of regimentation. The 
country and the budget alike need the 
full driving force of private capital in 
production. But capital cannot flow 
into production until the tax laws per- 
mit such movement without severe 
penalty, and it will not flow there until 
the prospects of extreme and arbitrary 
bureaucratic interference with the pro- 
ductive processes are removed. 














RELIEF AND REEMPLOY MENT 
BY A. ROSS ECKLER AND LINCOLN FAIRLEY 


ONTROVERSY continues _be- 
tween those who insist that 
relief expenditures should be 
substantially reduced and those who 
lieve that business conditions re- 
ire a continuation of unemploy- 
nt relief on at least the existing 
Unfortunately to a great extent 
e controversy proceeds in a realm of 
peculation; facts and figures relating 
reemployment and relief are little 
vn. This article seeks to summarize 
ne of the data necessary for making 
judgments regarding the extent of 
reemployment of the relief load already 
effected, and the possibilities for further 
rption of that load. The discussion 
ghout is confined to employable 
rkers in general relief cases and em- 
ble workers in cases certified as 
y by local agencies and employed 

the Works Program. 
judgments on these points must be 
| upon an analysis of existing data 
number unemployed, the num- 
receiving relief, and the proportion 
the workers on relief who are em- 
ble. It is widely thought that 
late data of this type are not 
ble; that the relief program has 
operated to an important extent 
proper factual bases for con- 
While it is true that more detailed 
precise information could be uti- 
advantage, the data now avail- 
ire suficient to indicate the major 
in reemployment of workers on 


it is true, further, that the informa- 

ow at hand has been assembled 

mparatively recently. No longer than 

r years ago current estimates of the 

olume of unemployment were 
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virtually unknown. Data on relief 
loads and their fluctuations were in 
fragmentary form and the first large- 
scale enumeration in this field, the 
unemployment relief census of October, 
1933, was just being completed. Con- 
cerning the dynamics of the relief prob- 
lem and its relation to the total volume 
of unemployment, practically no defi- 
nite information was at hand. 

It is not the purpose of this article to 
undertake an enumeration of the re- 
porting procedures and of the research 
studies instituted by the Federal and 
state emergency agencies dealing with 
the problem of unemployment relief, 
but acknowledgment is due the organ- 
izing ability and the foresight of those 
who directed this work. The difficulties 
of their task must often have appeared 
insuperable. The need for prompt re- 
ports to provide the data necessary for 
administrative guidance was often in- 
compatible with the careful planning 
requisite for research. Moreover, in the 
new field the obvious units of measure- 
ment, the person and the family, prob- 
ably vary in type as widely as any 
employed by statisticians. While re- 
porting systems to show the numbers 
aided and the amounts expended have 
been invaluable for administrative use, 
it has been necessary to supplement 
data so obtained by information on age, 
race, sex, occupation, industry, work 
experience, relief experience, family 
composition, sources of income, and 
many other social and economic char- 
acteristics. Several large-scale studies, 
notably the unemployment relief cen- 
sus of October, 1933, the study of 
occupational characteristics and back- 
grounds of unemployed workers on 
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relief in 79 cities in May, 1934, and the 
inventory of all employable workers on 
relief in March, 1935, have furnished 
much information concerning workers 
on relief. These surveys have been 
supplemented by a large number of 
smaller sample studies. Of course, 
much still remains to be learned about 
the problems of unemployment and 
reemployment, about the social and 
economic effects of underemployment 
and of prolonged unemployment, and 
about the results of delaying the entry 
of new workers into the labor market. 
In particular, information concerning 
the non-relief unemployed is extremely 
scanty. 


The Volume of Unemployment 


Several estimates of the total number 
of unemployed are available. The one 
most generally accepted is that orig- 
inally prepared by Mr. Robert Nathan 
for the Committee on Economic Secu- 
rity and subsequently continued by him. 
This, as well as all other current esti- 
mates of unemployment, is reached by 
the indirect route of deducting from 
the estimated total number of gainful 
workers the number actually employed 
as estimated from the employment data 
collected by the Department of Labor, 
the Interstate Commerce Commission, 
and other organizations. While the 
method is admittedly inaccurate, the 
results appear reasonable in comparison 
with the total registrations of the 
United States Employment Service. 
In September, 1937, the latest month 
for which the Nathan figures are avail- 
able, the total number of active regis- 
trants at the various offices of the 
1 This estimate is approximately the same as that of 
the National Industrial Conference Board, but is 
more than 2,000,000 less than the estimate of the 
American Federation of Labor which has not yet been 


reissued on the basis of the 1935 Census. 
2 Gainful workers were about 40% of the population 
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United States Employment Service 
was 4,600,000, or 76% of the Nathan 
estimate of 6,084,000 for that month.! 
The great majority of the 4,600,000 are 
totally unemployed, although 5% o; 
6% of the registrants are already 
employed and seeking better jobs. At 
the present time, when the need for 
registration to assure eligibility for 
unemployment compensation is only 
partially effective, it is scarcely con- 
ceivable that public employment sery- 
ice registrations should include more 
than 65% or 75% of the total number 
unemployed. Even under the best cir- 
cumstances, the proportion registered 
would fall considerably below 100%. 
Further confirmation of the probable 
validity of the Nathan estimate of un- 
employment is available from a con- 
sideration of outstanding changes in 
population, production, and employ- 
ment since 1929 when the average 
volume of unemployment was esti- 
mated at 1,734,000. The estimated 
increase in population since that time 
has been nearly 8,000,000, with an 
estimated increase in gainful workers of 
at least 3,500,000.” If this increase in 
the number of gainful workers is added 
to the number unemployed in 1929, 
present unemployment would reach 
over 5,000,000, even if employment in 
all fields were at the 1929 level. While 
this was the case in factory employ- 
ment, it was not true in a number of 
other types of employment in Septem- 
ber. The continued severe depression in 
rail and water transportation, in the 
heavy industries, and most notably in 
construction, is serious enough to point 
to the unemployment of over a million 
in 1930. On this basis the increase in gainful workers 
since 1929 would be about 3,100,000. However, 1! 
allowance is made for changes in age composition o! 


the population, the estimated number is increased to 
at least 3,500,000. 
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ns who were occupied in these in- 
tries in 1929. While it is out of the 
tion to guess the extent to which 
influences may have been offset 
rs operating in the other direc- 
| (e.g., increased employment in 
rnment service, certain professions, 
independent trades), it appears 
that in the main they have not 
n thus offset, and that a net figure 
1,000,000 displaced since 1929 is 
ervative. 
\t the time of preparation of this 
information was not at hand 
erning the results of the national 
ntary unemployment registration 
November, 1937. If the results of 
registration are consistent with 
of the most widely used unem- 
yment estimates, the acceptability 
existing techniques for estimating 
nployment will be generally recog- 
1. If, on the other hand, they differ 
y from present estimates, the 
will be set for the continuation of 
controversy over the volume of 
mployment, with opponents of the 
nployment registration stressing 
nherent shortcomings of a volun- 
census. In any event, an important 


ntribution of the registration will be 


w the ages and other character- 
{ the unemployed, the geo- 


raphical distribution of the total 


ime of unemployment, and the 


1 


mber of persons who are partially 


mployed. Certain other aspects of 
inemployment problem will be 
ered by a number of the sample 


lies planned to supplement the re- 


ts of the country-wide registration. 


timates, duplication arising from the fact 
ilar case may receive supplementary 


ef in addition to the security wage from 
ae ne 

s Program employment has been eliminated. 

ing aid only from social security sources 


included. Such cases are: old age cases, 
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Size of the Combined Works Program and 
General Relief Loads 

As might be expected, fluctuations 
in the total volume of unemployment 
are generally similar to those of the 
total number of cases assisted by 
general relief and the Works Program 
(see Chart I). The curve for the total 
number of relief cases shown on Chart I 
includes cases receiving general relief 
(either work or direct) from Federal, 
state, or local sources, relief cases on 
the CWA Program, and cases on the 
Works Program.* Cases on the Works 
Program include those working on state 
and Federal projects operated under 
the direction of the Works Progress Ad- 
ministration and also those employed 
on projects operated by other agencies, 
such as Public Works Administration, 
Farm Security Administration, and Bu- 
reau of Public Roads. 

The irregular rise of relief loads until 
the latter part of 1934 while unemploy- 
ment was declining reflects, on the one 
hand, a lag between the loss of employ- 
ment and the need for relief, and, on 
the other hand, a lag between the need 
for relief and the provision of care. 
The former lag is due in part to the use 
of resources previously accumulated by 
the worker and in part to the very 
strong resistance to seeking relief for 
the first time. The lag in the provision 
of relief arose in part from the diff- 
culties of setting up the requisite 
machinery. Despite this difference in 
timing, the seasonal swings of the 
relief and unemployment curves are 
essentially similar. The relationship 
indicates that for considerable numbers 
of workers the loss of employment very 
mothers with dependent children, and the blind. For 
further details regarding the types of cases included in 
this curve, see the Monthly Report of the Federal 
Emergency Relief Administration for June, 1936, 
pp. I-21. 
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quickly necessitates a resort to relief. 
This is undoubtedly becoming in- 
creasingly true because the resources of 
workers have become depleted after a 
series of years of irregular employ- 


ment. Moreover, the social stigma 
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has taken workers from relief roll; 
at least as rapidly as from the nop. 
relief unemployed. The difficulty with 
this conclusion is apparent from a cop. 
sideration of the different influences 
that affect the two curves. Unemploy- 


CHART I 
EstimMaTED UNEMPLOYMENT AND EstiMaTED NuMBER OF FAMILIES AND SINGLE Persons RECEIVING Rewer 
AND Persons FROM ReE.ieF Rotts EMpLoyep on Crvit Works ProcraM anp Works ProGraM Projects, 
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formerly attaching to relief has been 
reduced because of the magnitude of 
the unemployment relief problem, and 
hence personal resistance to going on 
relief has been weakened. 

At first thought, the generally similar 
movement of the two curves during 
1935 and 1936, coupled with the con- 
siderably more rapid decline of the 
relief curve during most of 1937, would 
appear to suggest that reemployment 


ment is almost entirely a result 

economic forces, falling when indus- 
trial conditions improve and _ rising 
when they decline. Relief loads a: 
directly affected by the same forces, 
but in addition vary with the social 
provisions for assistance to the needy. 
In the absence of sufficient funds, relic! 
loads may drop precipitately without 
relation to changes in need, as was the 


the 


case in the southern states after t 


om 
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tion of FERA grants in late 
\lore recent examples of the 
oe of shift are provided by the 
New Jersey, where loads fell 
when relief was shifted from 


te to the municipalities in the 


ner 


1936, and by the situation in 
nati, where a relief crisis in the 
f 1937 brought about a 60% 
in the case load between May 
much of the decrease in relief 


between January, 1935, and 


mber, 1937, is due to this factor 


be satisfactorily estimated, but 


ms certain from field reports and 


surveys that it runs into the 


lreds of thousands. In a consider- 


imber of states, no local aid is 
employable persons. Some idea 
inadequacy of funds can be 
from the fact that in twelve 
the average general relief grants 


tate or local funds were less than 


month in September, 1937.4 


idequacy of grants of this size 


average relief household of three 


ns needs no discussion. 


ther factor connected with the 
of the relief load during this 
the transfer of cases from 

| relief rolls and Works Program 
the Social Security categories, 

irly the old-age and dependent 

classes. It is conservatively 

d that since the beginning of 

deral Social Security program 


10 cases have been transferred 


reneral relief rolls to the Social 
categories.° During the time 


data received currently by the Social 

rd 
1937, the latest date for which figures are 
there were approximately 1,500,000 cases 
the Social Security categories. What 
iilable indicates that about 50% of 
ad formerly been on general relief rolls. 
evidence on this point is available for 
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that the Social Security Act has been 
in operation the decline in the com- 
bined relief and Works Program loads 
has amounted to 1,800,000 cases. 

Allowance for both the decrease in 
the proportion of needy cases receiving 
relief and the transfers to Social 
Security serves to confirm the natural 
expectation that reemployment has 
proceeded less rapidly among workers 
on relief than among those not on 
relief.© To concede this is not to admit, 
however, that relief has spoiled the 
worker so that he does not seek to 
become self supporting. ‘The explana- 
tion is rather that relief rolls are heavily 
weighted with the types of persons least 
readily placed in private employment, 
and that this over-representation tends 
to increase as reemployment absorbs 
workers most acceptable to private 
employers. A contributory factor is the 
reported unwillingness of some em- 
ployers to hire workers who have re- 
cently been on relief rolls. 

Although the curve for total relief 
in Chart I shows the fluctuating 
tendencies of the total case load, it fails 
to suggest the complexity of the under- 
lying changes. The cyclical and sea- 
sonal components of the movement are 
easily recognized. The volume of relief 
is closely associated with changes in the 
aggregate volume of business, although 
there is a tendency for changes in the 
extent of relief to lag behind changes in 
business conditions. The seasonal swing 
of relief from a low in the summer 
months to a high in the winter reflects 
in part the greater employment oppor- 


Pennsylvania, where relief throughout the period has 
been generally adequate. There the ratio of employ- 
able persons receiving public aid to totally unem- 
ployed workers moved irregularly upward during the 
years 1934 to 1936, reaching a level of over 60% in the 
final quarter of 1936, according to figures given in 
the 1936 Annual Report of the State Emergency 
Relief Board. 
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tunities in the summer, particularly in 
such types of employment as agri- 
cultural work, road building, and the 
resort business, and in part the fact 
that many families near the subsist- 
ence level are able to support them- 
selves during the summer, but need 
public assistance in the winter when 
expenses for food, clothing, and shelter 
rise. 


Characteristics of Workers on Relief, 
1935 

For most of our knowledge of the 
types of workers on relief we are 
dependent upon the complete inven- 
tory of employable workers on relief 
which was taken in March, 1935, at the 
approximate peak of relief needs in 
the United States. At that time the 
total relief load was 5,200,000 cases, of 
which 4,150,000, or 80%, contained 
one or more employable members 
between the ages of 16 and 64 years. 
The total number of employable mem- 
bers in these cases was 6,150,000, or 
about one-eighth of the gainful work- 
ers reported in the 1930 Census.’ 

A comparison between these em- 
ployable workers on relief in 1935 and 
the gainfully employed in 1930, al- 
though not precise, reveals certain 
significant differences between the two 
groups which help to locate the inci- 
dence of relief. Among the most impor- 
tant variations were those in respect to 
geographic location, sex, color, age, 
and usual occupation.® 

Workers in urban areas were repre- 
sented on relief in March, 1935, in 
proportions greater than would be 
expected from their relative numbers in 


7It is estimated that approximately one-fifth of these 
workers were employed, either on part-time jobs or on 
jobs paying wages insufficient for complete family 
support. 

8A detailed statistical treatment of this subject is 
available in an article by Philip M. Hauser entitled 
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1930; workers in rural areas were under. 


represented. This condition js ey. 
plained in large part by the fact that 
greater proportion of needy case; 
receive relief in urban than in rura! 
areas. Nevertheless, the states with the 
largest proportion of gainful work. 
ers on relief were South Dakota, North 
Dakota, New Mexico, Oklahoma, 
Utah, Colorado, Idaho, and Montana. 
all of which are agricultural states with 
relatively little urban industry. In a 
majority of these states the effects of 
the 1934 drought were responsible for 
the relatively high relief intensity. 
Among workers on relief in 1935 hay- 
ing previous employment experience, 
the proportion of women was some- 
what smaller than among all gainful 
workers in 1930. If all workers on relief 
are included, however, the situation is 
reversed, women being relatively over- 
represented. The explanation is that 
among the inexperienced persons on 
the 1935 relief rolls were a great many 
housewives, most of whom were forced 
on the labor market for the first time 
as a result of economic necessity. 
For the country as a whole, Negroes 
were more numerous among workers on 
relief in 1935 than they had been 
among all gainful workers in 1930. 
This was likewise true in urban areas 
as a whole, but in rural sections the 
reverse situation obtained. Since a ver} 
large proportion of Negro workers are 
located in the southern states, which 
are mostly rural, it is probable that 
these variations are due in some meas 
ure to sectional differences in attitude 
toward Negroes. 
“Workers on the Public Unemployment Relief Ro'’s 


in the United States, March, 1935,” which was pub 
lished in the Monthly Report of the Federal Emergency 


Relief Administration for April, 1936. Much of the 
present discussion is based upon data presented ! 


that article. 
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Workers on relief in 1935 were not 
markedly older than all employable 
workers, contrary to popular belief. 
For all workers on relief with previous 
work experience the average age was 
one year greater than that of gainfully 
employed workers in 1930, for male 
workers one-half year greater and for 
females, two years. In practically all 
occupational classes there was a pre- 
vailing tendency for the proportion of 
workers on relief to rise with increase 
in age, but the over-representation of 
older workers was not pronounced. 
For example, workers in the age group 
45-64 constituted 29.8 % of the workers 
on relief in 1935 as against 27.1% of the 
gainful workers in 1930. 

The occupations of workers on relief 
in March, 1935, although covering the 
whole range of occupations, exhibited 
several noteworthy deviations from the 
1930 distribution of gainful workers. 
The outstanding features of the relief 
distribution were the over-representa- 
tion of manual workers and the 

nder-representation of those in the 
white-collar classifications. Among the 
manual workers the over-representa- 
tion was more pronounced for the un- 
skilled than for the skilled categories. In 
contrast to manual workers, professional 
and technical people and proprietors 
and managers were relatively few 
among the workers on relief. Even 
among othce workers and salespersons, 
the representation on relief rolls was 
only about half as great as for all 
classes of workers. Agricultural work- 
ers as a group had a roughly propor- 
tionate representation on the 1935 list, 
but farm laborers were over-repre- 
sented and farm operators were 
under-represented. 


Turnover on Relief Rolls 


Che total relief curve gives no 
indication of the fact that the month- 
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to-month movements are often com- 
paratively small in relation to the size 
of the two offsetting types of changes, 
accessions to, and separations from, 
relief. It is the size of these accessions 
and separations which renders the 
relief population a much more shifting 
group than is ordinarily realized, and 
which goes far to provide a refutation 
of charges concerning the pauperizing 
effects of relief. 

Accessions to relief each month result 
from a variety of causes, among which 
the most important are loss of employ- 
ment, reduction of hours or rate of pay, 
sickness or accident, and increase in 
family need. Separations from relief 
rolls are ordinarily made possible by 
private employment (new job or in- 
creased hours and earnings), by the 
discovery of new resources, and by 
transfer to other assistance programs, 
e.g., old-age, mothers’ aid, and veter- 
ans’ pensions. Many of the separations, 
however, are purely administrative, 
being occasioned by lack of agency 
funds or the adoption of a more strin- 
gent policy. 

A series of studies in sample urban 
and rural areas during 1935 provides 
the best available evidence on the speed 
with which relief rolls change in com- 
position. During this year the monthly 
average rate of accession to relief rolls 
in urban centers was about 5% of the 
total case load and the average separa- 
tions rate nearly 6% per month. In 
rural areas the rates were considerably 
higher; the average accessions rate 
was about 11 % and the average separa- 
tions rate 13% per month. The com- 
bined rates for both urban and rural 
areas in 1935 have been estimated as 
7% per month for accessions and 8% 
for separations. The fact that the 
monthly separations rate was 1% 
higher on the average than the acces- 
sions rate during the year is consistent 





with the 11% decrease in the total 
relief load between January, 1935, and 
January, 1936. Separations from direct 
relief rolls made possible by assignment 
of workers to Works Program employ- 
ment were not included in the above 
rates, since they constitute merely a 
transfer from one agency to another 
rather than a return from relief to self 
support. 

Further evidence of the importance 
of the turnover within relief rolls is 
furnished by a recent report of the New 
York State Temporary Emergency 
Relief Administration’ which revealed 
that the total number of persons aided 
at one time or another since November 
I, 1931, is 5,000,000. Since at the peak 
of the TERA load the total number of 
persons aided in New York State was 
slightly above 2,000,000, or only 40% 
of 5,000,000, the shifting composition 
of relief rolls is strikingly indicated. 

Comparison between the gross turn- 
over on relief rolls and that on Works 
Program projects is impossible because 
of the administrative differences be- 
tween separations from the two types of 
program. However, separations due to 
private employment can be compared 
for the two programs. On the relief 
program the average movement to 
new jobs during 1935 constituted 3.3% 
of the total relief load per month. 
For the Works Program the rate has 
been slightly lower, averaging about 
3% per month. The difference between 


9 Five Million People One Billion Dollars, June 30, 
1937. 

10’The total number of workers is estimated by as- 
suming the same number of workers per case as in 
March, 1935. The total number of employable cases 
was reached by adding cases on the Works Program 
(excluding CCC and NYA) to the estimated number 
of additional employable cases receiving general re- 
lief. The latter number was estimated as 630,000, or 
50% of the total number of cases receiving general 
relief in September. Sample studies in January and 
February, 1937, conducted in 27 cities and 127 
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the two rates appears to be due in part 
to factors inherent in the types of 
program, and in part to the WPA 
policy of not forcing workers to take 
jobs at rates below the prevailing 
wage. Similar restrictions are not ordj- 
narily observed in connection with jobs 
offered workers on general relief rolls, 
Since the relief rate is based on data 
for the year 1935 and the WPA rate on 
figures for a later period, a part of the 
difference may be connected with the 
tendency for the reemployment rate to 
decrease as the more employable work- 
ers are removed from the relief rolls. 


Reemployment Possibilities 


On the basis of relief series, collected 
by the Social Security Board, and of 
data available from sample studies 
conducted by the Division of Social 
Research, WPA, it may be estimated 
that there are 3,100,000 employable 
workers in the estimated total case 
load of 2,100,000 employable cases as 
of September, 1937.'° A small propor- 
tion of these workers, probably be- 
tween 10% and 12%, are alread) 
employed in part-time and irregular 
jobs, but because of low earnings are 
receiving supplementary income from 
relief sources. What are the prospects 
for the absorption of the remaining 
workers into self-supporting private 
employment? In view of the prevailing 
lack of agreement regarding the answer 
to this question, it is pertinent t 


counties indicated that about 55% of the total cases 
had one or more employable members. A considerable 
proportion of the cases with employable members 
would not be available for Works Program employ- 
ment, either because of private employment or {ot 
other reasons. The proportion with employable mem- 
bers would presumably be somewhat lower in Septem 
ber because of the tendency of employable cases to be 
closed for seasonal employment, particularly in ag 
culture, although the effect of this is offset in part by 
the transfer of unemployable cases to Social Securit) 
categories. 
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Relief and ‘Keemp loyment 


examine in considerable detail such 

art jata as are available bearing on the 
employability of workers on relief. 

PA \Ve shall first review the nature of 


nges in the relief population brought 

by the turnover of the past 214 

in order to indicate how these 

ves affect employment prospects. 

In the absence of a complete analysis 

the relief rolls later than that of 

\farch, 1935, it is necessary to depend 

sample studies and upon field 

to estimate some of the char- 

istics of the present employable 

[hese may be considered under 

llowing headings: age, sex, dura- 

f unemployment, and_ usual 

ipation. 

[he age of the typical worker on 

was somewhat greater in 1937 

es than in 1935. Indeed, it would be 

rising if this were not true, for the 

G present concern over reemployment of 

ler workers is not without founda- 

Sample studies of workers who 

gone into private employment 

ate that they tend to be younger 

an workers remaining on_ relief. 

\mong unskilled workers, where the 

parity between those obtaining em- 

yment and those remaining on relief 

eatest, the average age differential 
»as much as five years. 

g important though this trend may be, 

immediate implications are not so 

g erlous as is generally believed, for 

nges in the average age of workers 

i in the proportion of older workers 

not been large. For the country 

vhole, the average age of employ- 

tamily heads on relief in March, 

1935, was 38 years, and 33% were 

45 years and over. Of workers on WPA 

jects in June, 1936, the average age 

40 years and the proportion of 





\ddition to those operated by the WPA, projects 
perated under the Works Program by such 
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those 45 years and over was 40%. Since 
that date there has been no general 
tabulation of the ages of WPA workers, 
but special 1937 tabulations for eight 
states show that the average worker is 
two years older than the average in 
June, 1936, and suggest that the 
proportion of workers 45 years and 
over has risen from 40% to approxi- 
mately 43%. 
CHART II 
Ace Distrisution oF Works ProGraM EmMpLoyeeEs* 
(CONTINENTAL UNITED States) 
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16-24 25-34 35-44 45-54 55-64 65 and Over 


* Applies only to workers who have been locally certified as in 
need of public assistance. 


Source: Estimated age distributions for major agen- 
cies as of June, 1936, combined in accordance with 
total employment of certified workers by these 
agencies in October, 1937. 


When workers on the whole Works 
Program" are considered, and not 
simply those employed on WPA proj- 
ects, the average age is found to be 
considerably lower. An estimated age 
distribution for all workers on the 
Program in June, 1936, shows an aver- 
age age of 36 years and only 32% 
45 years and over (Chart II). The 
difference between this distribution 


agencies as the PWA, Farm Security Administration, 


etc, 
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and that for WPA workers only is due 
in the main to the inclusion of CCC and 
NYA workers, the great majority of 
whom are under 25. Moreover, on cer- 
tain other parts of the Works Program 
operated on a contract basis, where 
employment conditions are more nearly 
like those obtaining in private industry, 
the average age of workers is somewhat 
below that of workers on WPA proj- 
ects. Data on changes in the age 
composition of employable workers 
receiving direct relief are available only 
for a few scattered localities. 

Changes since 1935 in the sex com- 
position of employable workers on 
relief have probably not been large 
enough to affect significantly the reem- 
ployment possibilities of workers on 
relief. Among the women on relief, 
there continues to be a concentration of 
persons who have had no experience in 
private industry. That employment 
opportunities for women on relief are 
in consequence relatively fewer than 
for men is indicated by studies of 
workers leaving projects to go into 
private jobs. 

Since women from the domestic and 
service occupations are over-repre- 
sented on relief, the relatively slow 
movement of women from relief into 
private employment would appear to 
be inconsistent with the reported short- 
ages of servants in many areas. The 
explanation of this situation is that 
relief and WPA rolls contain relatively 
few workers of the ages and personal 
qualifications demanded by those who 
are looking for domestic servants. 
Similarly, other types of workers cur- 
rently in demand, such as high grade 
stenographers, typists, and operators 


12 No definite data are available on this point, but it 
is obvious that workers who have been on relief con- 
tinuously since March, 1935, now have a period of 
unemployment two years greater than that which they 
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of business machines, are not available 
in significant numbers on relief rolls, 
Recency of work experience is a third 
factor having a very important bearing 
upon prospects for reemployment. It js 
natural that this should be true, since 
workers who have had jobs most 
recently have retained most of their 
skill and have kept closer relationships 
TABLE I 
REEMPLOYMENT Rates oF RELIEF Workers py 


Duration oF UNEMPLOYMENT IN 13 CitiEs, 
OctoBER-DECEMBER, 1935 


Workers Average 

Leaving Monthly 

Relief Reem- 

Unem- Because of ployment 
Duration of ployed Private Rate 

Unemployment Workers Employ- (3) + (2) 

(number of weeks) on Relief ment (per cent) 
(1) (2) (3) (4) 
Total Workers 351,742 10,116 2.88 

Less than 9.5 10,784 1,375 12.75° 
9.6to 17.5 14,630 2,262 15.46 
17.6to 26.5 21,030 1,914 g.10 
26.6to §2.5 47,315 1,623 3-43 
52.6 to 104.5 83,629 1,443 Ee 
104.6 to 156.5 53,378 544 1.02 
156.6 to 208.5 41,453 468 1.13 
208.6 to §20 79,523 487 0.61 


*Inasmuch as many of the workers unemployed less than 9.5 
weeks had been on relief less than a month, this rate is not ona 
full-month basis. 


Source: Data for this table are from a forthcoming 
monograph to be published by the Division of Social 
Research, WPA. They relate to persons with work 
experience and in each instance are monthly averages, 


with their last employers. Data from 
a series of urban relief studies during 
1935 show that the rate of reemploy- 
ment decreases very rapidly as the 
duration of unemployment increases 
(Table I). The reemployment prospects 
of the average worker in 1937 are 
probably poorer than those of the 
average worker in 1935 because of the 
likelihood that he has been out of a job 
for a longer period.'? 


had in 1935. This, of course, is not true for workers 
who have received relief on a supplementary basis 
that is, in an amount sufficient to supplement ¢ar- 
ings from a part-time or underpaid job. 
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No satisfactory data on the occupa- 
tional background of employable work- 
ers currently on relief and Works 
‘rogram projects are available. It is 
ers of all types have become a more sub- 

ntial part of the total employable 
relief load. Sample studies of workers 
leaving projects to take private em- 

yment show that workers in skilled 
necupations leave at a rate approxi- 
mately twice as high as that for un- 
skilled workers. This higher rate for 
killed workers is consistent with nu- 
merous shortages of such workers in the 
mac hine trades and among skilled and 
emi-skilled workers in the building 
trades. Investigations in a number of 
areas where such shortages have oc- 


curred have disclosed that there were 


few skilled workers still remaining on 
lief rolls or employed on Works 
gram projects. The results of this 
lation are apparent in the extent to 
which it has been necessary in many 
ties to reduce the proportion of work 
jects requiring a large percentage 
skilled and semi-skilled building 


rKCTS. 


Two Recent Surveys 


l'wo surveys bearing on the employ- 

bility of persons on Works Program 

direct relief rolls have recently 

‘n made by nongovernmental agen- 

he results of the first of these 

eys, based upon a study of 100 

in an unnamed industrial city 

se business activity provided a 

ical combination of industry and 

le,” were published in the October 

| Nation’s Business in an article 

tled “A Test Tube for Unemploy- 

"'8 "These 100 cases are presented 

a typical sample of those on relief 

st ll L. Greenman, “A Test Tube for Unemploy- 
Vation’s Business, October, 1937, pp. 15 ff. 


and WPA rolls. The data brought 
together would suggest that a great 
majority of the persons in the sample 
are not now and never have been a part 
of the active labor market. Among the 
factors tending to this conclusion are 
the ages and previous work experience 
of the persons in the sample. Seventeen 
of the group were over 70 years of age. 
Only 56 of the hundred had jobs in 
1929. Fifty-six had never worked in 
private industry, and were deemed 
unlikely to be able to qualify for work 
in industry and commerce. However, 
about half of the 56 had had some 
previous experience in domestic and 
personal service. 

These are startling figures and it is 
not surprising that they have been 
widely quoted in the nation’s press. 
If the sample were representative of 
cases on WPA projects or receiving 
direct relief, the prospects for reduction 
of present relief loads through reem- 
ployment would be dismal indeed. 

Refutation of this indictment of the 
relief unemployed is provided by infor- 
mation on the nature of the 100 typical 
cases that were studied. The article 
stated that the investigators “asked 
officials of the Department of Public 
Welfare to pick out at random from the 
lists of those engaged on WPA work 
or receiving direct relief one hundred 
names that would constitute a proper 
cross section,” and that the magazine 
““asked only that facts be obtained 
about this group of persons who were 
actually receiving relief in June, 1937.” 

In the city where the study was con- 
ducted the Department of Public Wel- 
fare is carrying 6,000 old-age cases, 
3,000 cases with dependent children, 
400 blind cases, and 3,000 general relief 
cases. From these, a proportionate 
sample of 200 cases was given to the 
firm which conducted the survey for 
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Nation’s Business. These 200 cases 
were equally divided between men and 
women and properly weighted as to 
racial composition. Obviously, the 
three-fourths of the total taken from 
the Social Security categories were 
unemployable. Moreover, in this par- 
ticular city most of the cases receiving 
general relief are unemployable. Con- 
sequently, out of the entire 200 only 
12, or 6%, were classified by the relief 
agency as fully or partially employable. 
Whatever the method used to bring 
the original 200 down to 100 cases, it is 
clear that the final sample was pre- 
ponderantly a list of unemployables.'* 

Since the bulk of the cases in the 
100 were aged persons, mothers of 
dependent children, and disabled work- 
ers on general relief rolls, all of whom 
are permanently out of the labor mar- 
ket, a discussion of their spotty job 
histories has little bearing upon the 
reemployment prospects of employable 
workers whether on WPA or general 
relief rolls. Moreover, since the sample 
was evenly divided between men and 
women, it is natural that many of those 
included were widows and housewives, 
and that many in the sample had had 
no work experience except in domestic 
and personal service. While it is no 
doubt true that the article is based 
upon a misunderstanding of the various 
components of the relief problem, it is 
unfortunate that there should have 
been such a wide dissemination of con- 
clusions that may react unfavorably 
upon the job opportunities for employ- 
able persons now in receipt of public 
assistance. 

The results of the second survey 
bearing upon the employability of 
14 A statement by the author subsequent to the publi- 
cation of the article indicated that 20 workers were 
interviewed on WPA projects and included in the 


sample. Whichever statement regarding the sample 
is taken as correct, WPA workers were greatly under- 


workers on relief rolls were published 
in Fortune magazine for October 
1937.'° The survey was based upop 
interviews with about 100 cases, j; 
each of 11 different communities, which 
were on the relief rolls in January, 193: 
Some of these persons are still on relje! 
rolls, some are employed on Work: 
Program projects, and some have 3). 
ready returned to private employment, 
Almost one-half of the persons covered 
were regarded as fully employable j: 
private industry, nearly one-third as 
border-line employability, and one- 
fourth as unemployable. Movement 
into industrial jobs since 1935 has beer 
concentrated, according to the survey, 
among the skilled and those in the mos: 
employable age ranges. The article con- 
cludes that many of the workers on re- 
lief in 1935, and remaining on the rolls 
today, are fully employable (especiall) 
those in the unskilled categories), bu: 
that the aged and disabled are in the 
main unemployable. 

With respect to their employability 
characteristics, it is obvious, as noted 
in the article, that workers who were 
on relief both in January, 1935, and at 
the present time do not constitute 
a typical cross section of the present 
relief rolls. Many of the workers cur- 
rently on the rolls are new to relie! 
since January, 1935. Inasmuch as such 
workers are likely to be those wh 
retained their jobs longest and have 
been unemployed for a comparative) 
short period, their reemployment pros- 
pects should be considerably better on 
the average than those for workers w) 
have been dependent more or less con- 
tinuously for the past three years. 


represented since they constitute about 90% o! 4 
employable workers receiving public assistance in t! 
city in question. 

15 “Unemployment in 1937,” Fortune, October, 1937 


pp. 99 ff. 
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imber of the other conclusions of 
une survey fly in the face of 
beliefs regarding workers on 
[he most important of these 
sions relate to the previous 
yment experience of the workers 


led in the sample. It is pointed 


at the workers on relief are not 


ms,” but that a majority of them 


held jobs for comparatively long 
them were thrown 


f work by the depression, less than 


having lost their jobs through 


nal failure in their own business 


Li 


igh being discharged for cause. 


USTONS 


ultimate answer to the question 
employability of workers on 


f will have to be made by those who 


them. The workers remaining on 


rolls are naturally a_ residual 
containing a relatively high pro- 
of many types. of workers not 


ntly acceptable to a large number 


lustries. Among the types over- 
ented are older workers, unskilled 


| inexperienced workers, those with- 


cent work experience, and work- 
indicapped “%y minor disabilities 


rsonality difficulties. The great 


rity of workers on relief, however, 


} 


1 studies of reported job refusals by relief 
’A workers have shown very few instances in 
worker refused employment for unjustifi- 
Most of these so-called refusals are not 

t all, but are explained by the fact that the 
ver received notice of the job, or that he 
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are ready and willing to take decent 
jobs at standard wages and will make 
satisfactory employees. '® 

The prospects for absorption of the 
major proportion of the employables 
on relief rolls appear to be closely re- 
lated to the extent to which present 
qualifications required by employers 
are relaxed as the demand for labor 
presses harder upon the available sup- 
ply. As long as large numbers of un- 
skilled workers are to be had, it is 
natural that a high degree of selectivity 
should be shown. The possibilities for a 
change in required qualifications are 
shown by the noteworthy relaxation in 
requirements as to age and experience 
the skilled 


occupations where labor shortages have 


for workers in some of 
developed. In a number of cases, the 
age limit on hiring has been consider- 
ably raised and workers without recent 
experience find that jobs are being re- 
opened to them. This experience indi- 
cates that employability is a matter of 
definition in terms of existing stand- 
ards and suggests that, so far as the 
solution of the unemployment relief 
problem is concerned, a lack of job 
openings is a more serious handicap 
than a lack of qualified applicants. 

was temporarily disabled, or was already employed at 
the time of notification. In other cases, the worker was 
not qualified for the job offered or the wages and 
working conditions were substandard. Out of 5,000 
cases investigated, only 42 involved unjustifiable 


refusals. 





RICE-FIXING experiments give 
rise to a number of problems 
which must be carefully analyzed 
and solved if a reasonable degree of 
success is to be attained. Among these 
problems, probably none is of greater 
importance and more difficult of solu- 
tion than that of enforcement. Invari- 
ably, analyses of government price 
fixing have not given the practical 
problems of administration the con- 
sidered attention which they merit. 
We may distinguish between two situa- 
tions: the enforcement of controls 
which are economically unsound and 
the enforcement of those which may 
be considered sound. Illustrations of 
the first situation are found in the 
attempts to forestall or stop a decline 
in price, resulting from capacity in 
excess of reasonably expected demand, 
through the imposition of a production 
control scheme which preserves exist- 
ing capacity rather than allowing the 
competitive elimination of excess high 
cost capacity to take place; or in the 
institution of a valorization plan in 
which loans are made at inordinately 
high levels (e.g., cotton under the 
AAA). Under such circumstances, even 
a perfect administration and enforce- 
ment of the control would be of little 
avail, although the inevitable retreat 
might be more orderly than would be 
the case if the enforcement machinery 
were inadequate. 
The second type of situation is that 
in which restriction or price fixing 
might be “sound”’ as a solution for an 


1 For a classification of the more widely used methods 
of price fixing, see the following articles by the author 
in the Southern Economic Journal: ‘Direct Price 








ENFORCEMENT OF GOVERNMENT PRICE FIXING 


BY JULES BACKMAN 


industry’s problems. Thus, if the capac. 
ity of the industry is not in excess of 
that needed to meet “normal” demand 
and a sudden decline in demand occurs. 
it is evident that a restriction scheme 
to preserve the temporarily idle capacity 
might prove very beneficial from ; 
long-term point of view. It should be 
noted, however, that such a contro! 
would have to be surrounded with 
safeguards in order to ensure that 
when the emergency passed, the pro- 
ducers would not have become so 
enamored with their new-found toy 
that they would refuse to abandon it 
In connection with an economically 
sound control, the question of enforce- 
ment becomes highly important be- 
cause faulty administration might tend 
to negate the benefits which may arise 
from the adoption of such a scheme. 
Thus it may be noted that price-fixing 
schemes may collapse either because 
they are economically unsound or, if in 
some specific instances they are a 
proper palliative, because of inade- 
quate enforcement.! 

In any event, whether soundly con- 
ceived or not, the adverse effects of 
price-fixing controls will tend to be 
mitigated by a carefully conceived 
administration and exaggerated by an 
inadequate and slipshod enforcement. 
Since political considerations frequently 
result in the adoption of price-fixing 
schemes without regard to their eco- 
nomic soundness, it is essential that the 
examination of the various types 0! 
evasion and the administrative devices 


Fixing” (October, 1936); “Production Controls” 
(July, 1937); and “Marketing Controls” (October, 
1937). 
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prevent such evasions be given more 
reful and considered study than 


La 


has been the case to date. 


Methods of Evasion 


\fethods devised to evade the en- 
rcement of price-fixing schemes are 
bably as numerous as the number of 
ations in which enforcement is 
ssary.2 Limitations of space make 
possible to indicate only the more 
frequently used devices and hence 
those which must be especially guarded 
linst in setting up the enforcement 
machinery in connection with a partic- 
lar experiment. 


1. Combination Sales. In the recent 

French Wheat Control, with wheat sold 

e fixed price, the purchaser was 

juently given the right to buy par- 

s of other grains at below their 
rket quotations.° 


2. ““Sweetening Deliveries.”’ This re- 
to the practice of shipping better 
than called for in the contract. 


n with the control of dairy products 

\AA and various state laws, Professor 
nted out that “ . actual experience 
inder state as well as federal control, 

me of them are of such form that they 

ive been as difficult to detect and prevent as 
f liquor, and that the general tendency 
been toward more rather than less eva- 
The Dairy Industry and the 
The Brookings Institution, 


) ’ 
). Black, 


Washington: 


lel Fair Trade Law (Resale Price Mainte- 
» National Association of Retail Drug- 
has been adopted by a number of states, 

ides against evasion of the minimum 


ins of combination sales: “‘Sec. 3. For the 
preventing evasion of the resale price 
sed in respect of any commodity by 
t entered into pursuant to the provisions 
t (except to the extent authorized by the 
act): 
fering or giving of any article of value in 
with the sale of such commodity; 
tering or the making of any concession 
nd whatsoever (whether by the giving of 
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The idea is to contract for a lower 
grade than that which the seller 
actually wants with the understanding 
that the better quality will be shipped. 
This type of evasion was frequently 
noted in connection with price fixing 
under NRA codes, as for example, the 
bituminous coal code‘ and the lumber 
and timber products code.°® 


3. Various Types of Rebates. Typical 
illustrations are: lowering transporta- 
tion costs (e.g., French Wheat Control 
and lumber industry under NRA); 
presents (given to farmers in connec- 
tion with control of meat during the 
War in Germany); advertising allow- 
ances (sanitary napkin and cleaning 
tissue industry under the NRA);’ 
fictitious salaries ;* return of commission 


(NRA lumber). 


4. Payment of Penalty by the Seller 
to the Buyer If Certain Grades or Qualli- 
ties Are Not Delivered. In connection 
with bituminous coal under the NRA, 
the Consumers’ Advisory Board noted 
that: 


coupons or otherwise) in connection with any such 
sale; or 

(c) The sale or offering for sale of such commodity 
in combination with any other commodity shall be 
deemed a violation of such resale price restriction. 

” 

4W.L. Chandler, ‘ Fixing Coal Prices.’”’ Statement at 
NRA Price Hearing, January 9, 1935, p. 3. Another 
aspect of this practice in the coal industry was the 
delivery of larger quantities than called for in the 
contract with the excess quantity representing in 
effect a bonus which lowered the average cost to the 
buyer. 
5 Constant Southworth, “Price Fixing in the Lumber 
Industry.” Statement at NRA Price Hearing, January 
9, 1935, P- 9. 
6 Mary Stocks, ““The Meat Problem in Germany,” 
Economic Journal, June, 1916. 
7 Corwin D. Edwards, ‘‘ Experience with Price Fixing 
under the Codes.”’ Statement at NRA Price Hearing, 
January 9, 1935, Pp. 9. 
8 New York State Milk Control. See Report of the 
Joint Legislative Committee to Investigate the Milk 
Control Law, March 22, 
No. 81 (1937). 


1937, Legislative Document 
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Certain producers and their agents have 
written contracts containing clauses involv- 
ing forfeits in the event of the delivery of 
coal which fails to meet guarantees as to 
content of ash and British thermal units 
known to be beyond the possibility of 
fulfillment.® 


5. Predating Contracts as of Date 
Prior to Time When Fixed Price Be- 
comes Effective. Although for most com- 
modities this type of evasion can only 
occur in the early stages of control, it is 
evident that it may lead to a substan- 
tial amount of transactions at other 
than the fixed price.” 


6. Bootlegging and Smuggling. Al- 
though we are accustomed to think 
of bootlegging primarily in connection 
with the postwar prohibition experi- 
ment, it has been an important type 
of evasion for many price-fixing experi- 
ments. Thus Edwards notes “the 
attempt to raise prices by fiat [under 
NRA] has led to widespread boot- 
legging of goods in violation of the 
codes,”’ and he cites the lumber indus- 
try, cleaning and dyeing industry, and 
fur dressing and dyeing industry." 
Widespread bootlegging was also re- 
ported in connection with the French 
Wheat Control.'? Smuggling is the 
international aspect of bootlegging. 
Whittlesey in his excellent analysis of 
the Stevenson Rubber Control notes: 


During the first six months of rubber 
restriction small villages were found to 
have sprung up along the coast of Sumatra 
where no settlements had existed before, 
their sole reason for existence being the 
profitableness of smuggling from the Malay 
States just across the straits." 


® Chandler, op. cit. 

1 Used widely in connection with the NRA code for 
bituminous coal. 

't Edwards, op. cit. 

12 New York Journal 
1934, P+ 4. 


Commerce, December 11, 


7. Counterfeiting. If any sort oj 
identification mark or tag is used to 
identify goods that may lawfully bg 
sold—that is, goods that have passed 
the test of the price-fixing authority 
(e.g., quotas)—the possibility of coun. 
terfeiting must be carefully guarded 
against. Thus when the Netherland; 
Hog Control was first adopted, tatooed 
earmarks were used to indicate those 
pigs which were salable under the 
quota. Since there was widespread 
counterfeiting of these tatooed ear- 
marks, they were supplemented with 
metal tags which were difficult to 
imitate.!* 


8. Collusion with Buyers. Hf the 
price is fixed too high and producers 
are willing to “shade” the fixed price, 
it is evident that in most cases buyers 
will accept the lower price and say 
nothing to the regulatory authorities. 
This practice, of course, underlies 
many of the aforementioned types of 
evasion. Under the NRA, the Code 
Director for the Birmingham Master 
Printers Association, to take one case, 
complained that: 


We found as one of the deterrents in our 
efforts to enforce code compliance the 
extreme reluctance, not to say unwilling- 
ness, of the buyers of printing to present 
any evidence which might help us in our 
conviction methods. It is a_ perfectly 
natural set up. We are not going to find 
buyers working with the code authorities 
in the enforcement of our prices and we 
should not expect it. 


The prevalence of such conditions 
makes it easy to understand why 
penalties were imposed on purchasers 

18 C, R. Whittlesey, Governmental Control of Rubver. 
Princeton, New Jersey: Princeton University Press, 
1931, Pp. 57- 
144U, S. Bureau of Agricultural Economics, Fores" 
Crops and Markets, March 19, 1934, p. 320. 

15 Edwards, op. cit., p. 8. 














J -s well as sellers in connection with the 
Potato Control Law.” 


ns of Successful Enforcement 


Successful enforcement necessitates 
it all who are involved in selling or 
ads sroducing the controlled commodity 
_ must either cooperate by submitting 


“y 


— voluntarily to the control or else be 
the mpelled to do so. The Paterson 
— Butter Control in Australia (1926- 
= 1934) illustrates voluntary cooperation, 
a many of the controls in Germany 


rate the use of compulsion. Com- 

n will not long be tolerated by the 

of a democratic state. Tem- 

the whip of compulsion may 

7 be held over the heads of a free people 
they are too weak to resist 
use of the benefits they believe 
crue to them in return for giving 
™ ip their liberty. It is unlikely, however, 
they will submit to the control 
fter they have discovered that the 
ted benefits do not quite equal 
romises.!” In a totalitarian state, 

e other hand, compulsion is part 
economic order and is, therefore, 

ted to by the “comrades”’ with 
likelihood of open revolt. In other 

pes of society, however, even the 
penalty of death has not been a sufh- 
leterrent against evasions, when 
nditions to be enforced were 

rable to the people of the country. 
order to avoid the difficulties that 

rise when compulsion is used, a 

of indirect pressure can be 

|. This, in essence, is compul- 

of course is not admitted to 


binson-Patman Act (which deals with a 

this problem is recognized and penalties 

n the buyer as well as the seller: ‘Sec. 2(f) 

unlawful for any person engaged in 

n the course of such commerce, knowingly 

t receive a discrimination in price which is 
by this Section.” 

be kept in mind, however, that once 
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be such. Thus in the nitrate control in 
Chile, the government forced all the 
producers to cooperate by granting to 
the members of the control exemption 
from import duties on the bags used to 
export nitrates.'* The Bankhead cotton 
control bill in the United States with 
its prohibitive tax of 50% on all 
ginnings of cotton in excess of allot- 
ments was a similar case of compulsion. 
In that experiment, however, by en- 
abling the cotton planters to vote 
on the control, some semblance of the 
democratic process was retained. The 
farmers approved of the experiment, 
not because of a desire to be subjected 
to restriction or bureaucratic control, 
but rather because of the “bribes” in 
the form of special payments which 
were offered to them in exchange for 
giving up their freedom. This case 
furnishes an excellent illustration of 
the suggestion, already made, that 
enforcement in a democratic country 
will be submitted to in return for 
benefits which the people believe they 
will receive. 

During a period of war, enforcement 
may be submitted to in a democratic 
country for patriotic reasons. ‘This, 
however, is a special case, and does not 
indicate that the same control would 
be effective in times of peace. In con- 
nection with patriotism as a factor of 
enforcement under conditions of war, 
Professor Haney in his excellent anal- 
ysis of the World War price-fixing 
program pointed out: 


. While there can be no doubt that in 


the minds of business men in general, 


freedom of action is surrendered, it may be difficult 
to regain that freedom. This is especially true if 
political control over the nation’s economic processes 
becomes widely extended. Developments in Germany 
and Italy are cases in point. 

18 B, B. Wallace and L. R. Edminster, /nternational 
Control of Raw Material. Washington: The Brookings 
Institution, 1930, p. 33. 
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profits stimulated patriotism, yet a feeling 
of loyalty to the nation or some sub- 
stitute therefor, made possible much that 
would be difficult or impossible in times of 
peace. Publicity was made more effective; 
and not infrequently complaints and in- 
formation came to the War Industries 
Board and other branches of govern- 
ment from patriotic third parties. The 
patriotism of possible purchasers helped to 
defeat the activities of such producers as 
were willing to sell their products to com- 
mercial buyers at higher prices than those 
fixed. Patriotism also secured a cooperation 
and service on the part of the various 
industries that were essential to the success 
of the price-fixing program.!® 


The same authority in discussing the 
scope of methods of enforcement dur- 
ing the War noted: 


The means of enforcing prices when 
“fixed” . . . were various, ranging from 
appeals to the patriotism of the trade to 
commandeering orders. In most cases, there 
was in the background the possibility of the 
government’s taking over the industry; and 
in not a few, the army or navy comman- 
deered plants or stocks of merchandise.” 


These measures, according to the 
War Industries Board, were supple- 
mented by the adoption of a policy of 
publicizing any violations of the regu- 
lations which were promulgated. 


The Food Administration did not at any 
time hesitate to turn the open light of 
publicity on offenders. Notice was given 
through the press and trade papers of viola- 
tions by particular persons. City grocers 
chose frequently to make literally extor- 
tionate “contributions” rather than have 
the “black list” placard of the Food Ad- 
ministration hung in their shop windows.?! 

A policy of publicity might be effec- 
tive in times of peace, too, if the 
#1T. H. Haney, “Price Fixing in the United States 
During the War,” Political Science Quarterly, Vol. 34, 


March, 1919, pp. 117-118. 
20 Jbid., p. 114. 


majority of the citizens favor the 
control. But even then the policy 
would be sanctioned only temporarily, 
As the publicity began to affect large 
groups, a spirit of antagonism toward 
the policy would arise. This would be 
especially true if the public, in the 
meantime, had begun to look with 
disfavor upon the experiment. Ap 
excellent illustration of the tendency 
to disregard adverse publicity, under 
these conditions, was found in connec- 
tion with the experiment in the pro- 
hibition of sales of liquor in the United 
States in the 1920’s and early 1930's, 
Although the experiment was not in 
the field of price fixing, it furnishes an 
excellent illustration of the futility of 2 
policy of publicity or of any other 
method of enforcement when the people 
of the country do not feel that any 
serious wrong is being done by the 
violators. 

Enforcement has two aspects: the 
machinery necessary to enforce the 
control and the penalties to be imposed 
for failure to comply with the regula- 
tions set up under the plan. It is essen- 
tial that suitable provisions be made 
for both of these aspects. If a machinery 
is set up without providing for penal- 
ties, it is evident that there can be nc 
successful control since neither serious 
inconvenience nor handicap will be 
suffered by those persons who refuse to 
follow the edicts of the control author- 
ity. On the other hand, if penalties are 
provided but no mechanism is set up 
to determine when the penalties shall 
be imposed and under what conditions, 
a similar probiem arises. It is necessary 
to make provision, in the control, for 


21Paul W. Garrett, “Government Control Ove! 
Prices,” War Industries Bulletin No. 3, Government 
Printing Office, Washington, D.C., 1920, p. 145- 
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th factors if enforcement is not to 
farce from the outset. 


a 


Machinery of Enforcement 
The machinery of enforcement is 

erned primarily with the adminis- 
tive agency that will enforce the 
ntrol. This agency may take several 
forms: it may be a government monop- 
as in the case of tobacco in many of 
European countries; it may be a 

. of the members of the industry, 
‘n the Paterson Butter Control;?? 
r it may consist of representatives of 
both the government and the industry, 
as in the early history of the Fourth 


Brazilian Coffee Valorization. 

[hese agencies may establish sub- 
ordinate agencies which in turn may 
delegate part of their powers to other 
sub-groups, etc. (See, for example, the 

ine of the Netherlands Hog Control 
below.) The more involved the price- 


fixing scheme and the more intricate 
the production and marketing processes 

the controlled commodity, the larger 
will the enforcement staff have to be, 


if the control is to be enforced with any 
degree of success. 

In most cases, the enforcement 
necessitates an increase in the number 


of government employees—to check 
! the records, to engage in espio- 
nage, to enforce the penalties, to un- 
cover the evasions, etc. The difficulties 
to which this can lead are well summed 
in the following statement made in 
connection with the attempts at price 
fixing in the United States during the 
World War: 
became apparent by the summer of 


IgIS that the report system, though in 


mes such a private group is closely super- 
the government. Thus in the Czechoslovakian 
the Great Import Syndicate had as its 
venteen persons representing cooperative 
llers, grain importers, and industrial 
sing grain. However, the activities of the 
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most senses effective as such, had been 
allowed to grow until it was both annoying 
te the licensees and top-heavy to the ad- 
ministrators. The volume of work involved 
in checking out blanks, checking in reports, 
returning reports for corrections and ex- 
plaining misunderstanding by correspond- 
ence, editing and tabulating over 100,000 
reports having as high as 70 questions each, 
literally snowed under the clerical staffs. 
The commodity chiefs, who were to make 
regulations from month to month by aid of 
those license reports, did not receive them 
with promptness. It was decided, rather 
than to double the clerical staff, to re- 
duce the number of reports required. The 
number of periodical reports was cut in 
half before midsummer and to 28,000 in 
November.” 


Another important problem arising 
in this connection is the tendency for a 
government employee, when once in 
office, to do everything in his power to 
prolong his tenure of office. Thus, if the 
price-fixing device is adopted as a 
temporary expedient, there will be a 
tendency for the bureaucrat to insist 
that there is still a need for the control 
even after the emergency has passed. 
The attempts to extend the NRA after 
the statutory period had elapsed may 
be attributed in part to this desire of 
the interested jobholders to retain their 
positions of power. 

There is, as an additional problem, 
the possibility that the government 
official may cause unnecessary incon- 
venience to the citizens over whom he 
has jurisdiction. The petty difficulties 
that arose during the life of the NRA 
can be cited as an example of a situa- 
tion in which many bureaucrats were 
so drunk with their power of life and 
Syndicate were supervised by the government through 
the Minister of Finance, Commerce, Supplies, and 
Foreign Affairs. See “‘World Trade Barriers in Rela- 
tion to American Agriculture,” Sen. Doc. No. 70, 
73d Cong., ist Sess., pp. 347-350. 

23 Garrett, op. cit., p. 147. 
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death over an industry that the busi- 
ness man was often prevented from 
running his business as he saw fit. The 
writer is familiar with the conditions 
that arose in several small textile 
manufacturing plants under the textile 
code. In each of the cases, the owners, 
who had built the businesses up from 
almost nothing, were forced to take 
orders from the code authority in con- 
nection with many minute details of 
their businesses. In many instances the 
authorities were also far from civil in 
their insistence that their orders be 
obeyed. 


Quotas and Licenses 


The most frequently used devices to 
aid in enforcing price-fixing controls 
have been the quota and _ license 
mechanisms. Because of the widespread 
use of these supplementary devices, a 
few words about each is in order. Under 
the quota system, which is used pri- 
marily in connection with controls to 
limit the quantity of supply, the 
amount that can be produced or offered 
for sale is limited by means of a system 
of allotments to the various producers 
involved. Under these conditions, the 
total supply that may become avail- 
able is first determined by the control 
authority and then is apportioned 
among the various producers either on 
the basis of their past production 
record or upon some other arbitrary 
basis. Among the experiments in which 
this type of enforcement machinery 
has been used can be included: the tin 
restriction, under which a standard 
quota was set up for each producer 
based upon 1929 production; the rub- 
ber agreement of 1934; the Stevenson 
rubber plan; the Cuban sugar restric- 
tion; and the Netherlands Hog Control. 

Under the Stevenson plan an inter- 
esting arrangement was put into effect 


whereby the producer was credited 
with the amount of his quota each 
quarter at the local custom house and 
his account was debited by the amount 
of his exports.*4 Another interesting 
illustration of the quota system wa; 
found in the Hog Control in the Nether- 
lands. In that experiment, a system was 
adopted under which each hog included 
in the quota was earmarked. In order 
to make sure that the total number of 
hogs would not exceed the quota, a 
regulation setting forth the propor- 
tion of sows to other hogs was als 
promulgated.”° 

Although quota systems are used 
primarily to enforce supply controls, 
licenses can be used to enforce prac- 
tically every method of control. En- 
forcement in the United States during 
the World War was carried out pri- 
marily through the use of licenses. The 
following quotation indicates the con- 
ditions under which licenses could be 
secured during the war period: 


Reports were required from each licensee 
showing complete information regarding 
any commodities dealt in by him and filled 
out upon forms prepared by the Food 
Administration; all property and records 
were to be held open for inspection; specu- 
lation and the making of unreasonable 
profits were prohibited; licensees were for- 
bidden to make sales to speculators or 
persons violating the food-control act; 
secret rebates and resales within the same 
trade were prohibited, and so too were 
combination sales. The above general rules 
pertained to all licensees, with a provision 
that if there arose an inconsistency between 
a general rule and a special rule, the special 
rule should prevail.”® 


The license system has also been used 
in a number of recent experiments. In 
24 Whittlesey, op. cit., p. 51. 


25 Foreign Crops and Markets, March 19, 1934, P- 32? 
% Garrett, op. cit., p. 58. 
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garian wheat experiment, li- 
id to be secured for the export 


eat. The tea restriction experi- 


Cale 


ilso adopted the device of 
; as the mechanism of enforce- 
\ flexible element in this control 
gotiability of the licenses.” 

have also been required in 
tion with the regulation of im- 
f wheat into France, Switzer- 
nd Czechoslovakia, rice into 
ind imports of butter into the 


| 
LS. 


chanism for enforcing a con- 
not be completely effective in 
its objective unless penalties 
vided for the evasion of the 
ions of the control. That the 
of penalties, however, does 
essarily insure the success of the 
ent is evident from the wreck- 
n in the history of price fixing. 
nalties that have been insti- 
enforce price-fixing schemes 
iged from death to nominal 


most severe punishment that 
eted out for the violation of a 
ing scheme is that of death. 
is the penalty for the violation 
Diocletian Edict (301 A.D.) 
maximum prices® and for the 
the maximum price in the 

od control during the revolu- 
eriod of the 1790’s. Wilkinson 
in connection with the latter 


iment that: ‘*Those who sold 


ve the maximum should be 
those preventing stocks being 
ivailable were liable to the 
{death.”** In spite of the severe 


September 23, 1933, Vol. cxvi, p. 59 
Edict, Union Trust Company of Provi- 
e Island, 1919, pp. 9-10. 

son, State Regulation of Prices in 


penalty, neither of these controls could 
be successfully enforced and they 
ultimately broke down. 

The penalty next in order of severity 
is a decree of economic death for the 
producers who evade or attempt to 
evade the control scheme. Thus in the 
camphor price-fixing experiment in 
Japan, any producer who violated the 
provisions of the camphor law was sub- 
ject to a revocation of his permission 
to manufacture the product.” This is 
obviously a very severe penalty and if 
successfully applied to all violators of 
the scheme would probably be effective 
as a means of curbing evasions. Eco- 
nomic death can also be brought about 
if the confiscation of excess production 
or the fines or taxes levied on the 
producer are very large. Although 
neither of these methods will have this 
result if they are not excessive, it must 
be kept in mind that they can be used 
for that purpose. 

The penalty of confiscation or de- 
struction of the supply produced in 
excess of the amount fixed by the con- 
trol authorities applies primarily to 
indirect methods of price fixing. ‘This 
penalty has been used in ihe 1934 
rubber agreement, in the cotton control 
in Egypt, in the sugar control in 
Brazil, and in the wheat control in 
Portugal. 

The most widely used penalty is the 
one under which the offender is re- 
quired to make a money payment for 
violations of the provisions of the 
control. This payment is usually in the 
form of a fine or a tax. The difference 
between the two appears to be that the 
fine refers to payments of a flat sum 
for the violation while the tax refers to 


Australia. Melbourne: Melville & Mullen Printing, 
Ltd., 1917, p. 102. 

30 See Crude Camphor and Camphor Oil Monopoly 
Law (Art. X). 
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payments on each unit of the product 
produced or sold in excess of the 
amount allotted to the violator. Among 
the controls in which fines have been 
assessed as a means of enforcing the 
control were sugar in Cuba, the Japa- 
nese camphor scheme, the Chadbourne 
sugar plan, and in many commodities 
during the World War.*! 

The controls in which taxes have 
been levied as a means of enforcing the 
control scheme have been very numer- 
ous. In the sisal control in Mexico, the 
producers were forced to sell to an 
exclusive selling agency (the Regula- 
dora) under the penalty of an extra tax 
if they marketed the product through 
any other channel.*? The Stevenson 
rubber plan provided for a heavy tax to 
be paid by the planter when his exports 
exceeded the allotted quota; this tax 
had to be paid not on the excess exports 
alone but upon the total amount of 
exports. Thus the tax was exception- 
ally burdensome.** In the control of 
nitrates in Chile, a tax was levied 
against any member “who sells, con- 
signs, or transfers nitrates through any 
source other than the Association.’’*4 
In connection with the control of wheat 
prices in Greece, the importing miller 
had to pay a supplementary tax upon 
imports if he made no purchases of 
domestic wheat.** Under the Bankhead 
cotton control in the United States, 
production in excess of allotted quotas 
was subject to a tax of 50% of the 
average market value. The above illus- 
trations indicate that the tax can be 
used in various ways as a method of 


31 Fines of $5,000 or $10,000 were provided against 
violators of the food law in the United States during 
the War. See Garrett, op. cit., p. 45. 

82 Trade Information Bulletin No. 200, U. S. Depart- 
ment of Commerce, 1924, p. 3. 

33 Preliminary Report on Crude Rubber, Coffee, 
etc.,”” House of Representatives, 69th Cong., 1st Sess., 
Report No. (1926), p. 6. 


--- 


Pe) 


Harvard Business Review 


enforcement. This diversity of uses 
probably accounts for its widespread 
adoption in many control schemes. 
Frequently the tax or fine is accom. 
panied by a term of imprisonment, o; 
the offender has the choice of either 
making the necessary payment o; 
spending a designated term in prison. 

In the above discussion of the penal- 
ties adopted to enforce price-fixing 
schemes, the aim has not been to list 
all the methods used, since that is an 
impossible task. Rather, the writer has 
attempted to list a few of the types of 
penalties that have been most fre- 
quently imposed. 


Examples of Enforcement 


Various aspects of the mechanisms 
which have been used to enforce severa! 
price-fixing experiments are indicated 
in the following brief résumés. 


1. Hogs in the Netherlands.*® The 
control over the experiment is vested 
in the hands of a Hog Control Author- 
ity which represents the government, 
the farm organization, and the bacon 
curers. The following quotation from a 
report to the Bureau of Agricultural 
Economics indicates how this contro! 
is exercised: 


The field service of the Varkencentrale 
controls all purchases of hogs for the 
export bacon factories. The country | 
divided into 100 districts to facilitate the 
assembling of hogs purchased. Each dis- 
trict is in charge of an agent of the Cen- 
trale. About 1,000 local agents are the hog 
buyers. A producer with bacon hogs to 


34 Statutes of the Association of Producers of Chilean 


Nitrates (Art. 70). 
35 International Reriew of Agriculture, August, 1933, 


p. 298. | 
% Adapted from the author’s Adventures in Price 
Fixing. New York: Farrar and Rinehart, 1939, Pp. 
50-52. 
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ties his local agent 8 days ahead 


very date, the notification being 
ng to the district agent. Having 


all local agents, the district man 
the Centrale. On the basis of the 


+ bacon market, the Centrale decides 


ogs it can buy and apportions 
ng the several districts. In this 
each seller is advised as to how 
is hogs will be taken to fill the 
ta for any one period, and to 
ry they should be sent. The 


le also advises the factories as to how 


gs will arrive.* 


Hog Control Authority has a 
y over the hog industry and 
the twenty-five bacon fac- 
ich provide the bacon that is 
from the Netherlands. The 
n control phase of the scheme 


‘ly enforced by a system of ear- 


under which the Minister of 


lture determines the size of the 


ilation for any given period, 
cial earmarks are placed on that 
of hogs. These earmarks are 
nominal sums to the raisers of 
a raiser wants earmarks in 
those allotted to him, he can 
them only at prohibitive 


. lf the hogs are not properly ear- 


severe penalties are levied on 


TS. 


interesting and novel regulation 


| 


hich was promulgated in order 

| the size of the hog popula- 
he proportion of breeding sows 
producer can keep is limited. 
the provision calls for about 


ng sow to every fourteen 


he early history of the control 


some difficulty in enforcing 
ively. When a producer was 


n Crops and Markets, September 11, 1933, 
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accused of evasion of the law, the 
burden of proof was put upon the Hog 
Control Authority. In order to get 
around this handicap, the law was 
changed so that anyone who keeps 
hogs must belong to one of the Provin- 
cial Centrales (subsidiary agencies of 
the Hog Control). If a producer violates 
any regulation or is suspected of vio- 
lating a regulation, he is expelled from 
the organization and has the burden of 
proving his innocence. 
2. Wheat in Hungary. 


The ownership of wheat, rye, and mang 
corn can be transferred only if such trans- 
fer be accompanied by the handing over 
of a grain ticket. The grain ticket, which 
may be bought in various denominations 
according to the quantity of grain changing 
hands, consists of two parts: the ticket 
proper and the coupon. The price of the 
grain tickets is three pengos for each quin- 
tal of grain changing ownership. He who 
buys the grain from the producer has to 
hand him over the coupon of the grain 
ticket. The ticket proper remains in the 
possession of the buyer, and it accom- 
panies the grain in the course of all further 
transfers of ownerships within the country. 
The producer may use the coupons at the 
value of three pengos per quintal of grain 
sold in paying all public imposts. Whatever 
shall remain unused of the value of the 
coupons after paying such imposts shall be 
paid him in cash by the tax office. The 
value of the ticket proper will be refunded 
by the customs authorities should the grain 
even in the shape of flour be exported.* 


3. International Tin Restriction. A 
standard quota was set up for each of 
the participants based upon 1929 pro- 
duction. The International ‘Tin Com- 
mittee, which handles the control, 
keeps a careful watch over the ratio 
of world production to world consump- 


38 Economic Bulletin of Central Corporation of Banking 
Companies, No. 3, Hungary, 1930, pp. 94-95. 
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tion. If the two get out of balance, it 
can authorize a revision in export 
quotas. These revisions can take place 
every three or six months. Although 
the Tin Committee watches the broad 
situation, the individual governments 
provide for the sharing of the quota 
among the enterprises operating within 
their boundaries and for supervision 
over production and export. The 
method of enforcement in the Malay 
States has been described as follows: 

Certificates allocating permissible pro- 
duction are issued only for the quota 
periods and are granted only to owners of 
land already mined or prepared for mining. 
. . . Penalties for nonobservance of the reg- 
ulations range from cancellation of licenses 
and confiscations to fines of $2,000. Delib- 
erate evasions are subject to fines of twenty 
times the value involved or a flat penalty 
of $5,000.** 


4. Corn and Hogs under the AAA. 
The program was voluntary and no 
producer was forced to participate 
unless he was willing to do so. Al- 
though the campaign was voluntary, 
educational meetings were held and 
literature was distributed to sell the 
farmers on the program. 

Producers who participated in the 
program had to submit statements 
signed by purchasers showing sales 
from 1932 and 1933 hog crops. On the 
statement of supporting evidence two 
neighbors had to indicate that they had 
checked the producer’s count of hogs 
remaining on his farm. The information 
was then cross checked by the Division 
of Crop and Livestock Estimates. A 
permanent county corn-hog control as- 
sociation was elected and was respon- 
sible to the Secretary of Agriculture 
through the Corn-Hog Section of the 


39 Clifford L. James, “International Control of Tin 
Ore,” XI HARVARD BUSINESS REVIEW I, October, 1932, 


p. 71. 


AAA. This committee had the responsi- 
bility of adjusting and certifying the 
adjusted figures in the individual corp. 
hog contracts. In order to prevent gluts 
at the market during the early stages 
of the pig buying campaign, shippers 
had to obtain permits to ship.“ 


5. Wheat in Portugal. The millers 
must accept delivery of and pay the 
fixed price for wheat or they are sub- 
jected to the penalty of being closed for 
one year. If transactions are made at 
other than the fixed prices, the wheat js 
subject to confiscation without com- 
pensation to the buyer. The amount of 
wheat that can be imported by each 
mill is fixed in accordance with its 
producing capacity. No wheat other 
than domestic wheat is available to the 
producers as long as domestic stocks 
remain unsold. In 1932 there was a 
large wheat crop which exceeded do- 
mestic requirements, and drastic steps 
were taken in order to ensure that the 
fixed price would not be broken. Trans- 
actions below the fixed price were 
declared void, and wheat so sold was 
confiscated without compensation to 
the buyer. The milling industry was 
then obliged to buy a minimum amount 
of wheat each month in order to avoid 
a glut on the market. The wheat had 
to be purchased at prices fixed by the 
government and transportation ex- 
penses borne by the buyer. Open mar- 
ket transactions in wheat are prohibited 
and such transactions as are permitted 
are limited to specified producers and 
dealers. In addition, a complete contro! 
is exercised over the milling industry: 


This law ... prohibits the establish- 
ment of new plants and it establishes quo- 


“1D. A. FitzGerald, Corn and Hogs Under the Agri- 
cultural Adjustment Act. Washington: The Brookings 
Institution, 1934, pp. 71-75. 
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Enforcement of Government Price Fixing 


vides for the closing of such 
; fail to operate during 120 working 
r annum. It stipulates the kind of 


1t can be produced and fixed a 
: 41 


r in the Netherlands. Li- 
required for imports of 
Inspectors check up from the 
ntrol center. Certification 
are provided and delivery for 
consumption is_ prohibited 
these stamps are attached. 
first securing a transportation 
) butter, margarine, or other 
fats and oil could be imported or 
| by the producers. The price of 
nsportation permits on imports 
rts is fixed so as to adjust in so 
sible the difference between 
nestic and the foreign price of 
duct concerned. Imports of 
| animal fat were limited to the 
imported in 1929-1931, and 
int of imports is limited to 
rage amount imported between 
nd 1930. Products destined for 
re not subject to the tax.*? 


pbhor in Japan. Camphor con- 

s rigidly enforced. The following 
from the Crude Camphor and 
Oil Monopoly Law indicate 
ent of this projected control. 
ide camphor and camphor oil 
tured must be delivered to the 
\rt. IT). If a person who 
‘mission to produce violates 
visions of the Camphor Law or 
es issued under it, “the gov- 
may cancel the permission to 
ure which was granted to 
\rt. X). The government may 


ne 


+ 


tops and Markets, April 9, 1934, Pp. 390. 
ite Document No. 70, supra, pp. 444-445, 
1. A. Kaag, “ Brief Survey of the Measures 
Netherlands to Counteract the Effects of 
Crisis,” Amsterdamsche Bank Review, 
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inspect the manufacturer’s books (Art. 
XII); the government has the right to 
collect camphor not sold to it, but it 
must pay the price fixed for other pro- 
ducers (Art. XIII). Fines are also pro- 
vided for violations of any of the 
ordinances of the law(Arts. XVI, XVII, 
XVIII, XIX). A penalty is provided 
for a manufacturer or dealer even if a 
subordinate infringes on the law (Art. 


XXII). 
8. Cotton in Egypt. 


Any violation of the acreage restriction 
regulations is not only punishable by im- 
prisonment and fine but, in addition, the 
Minister of Interior is authorized to destroy 
the excess growth of cotton.* 

9g. Sugar in Cuba. 

Each mill received warehouse re- 
ceipts for its authorised crop; so many blue 
slips for sugar which it was free to sell to the 
U. S., and so many pink slips for the sugar 
it was not free to sell, and which had to be 
held pending instructions from the Export 
Corporation. The pink slips, however, were 
negotiable receipts, and could be trans- 
ferred to other ownership, the Corporation 
making payments directly to the person 
presenting the receipt. Since the value of 
the slips at the time the sugar would be sold 
was unknown, a buyer of them would be 
taking a big risk, and producers therefore 
financed themselves mainly by sales of 
blue slip sugar, which represented about 
70 per cent of the crop, and thus provided 
their immediate requirements. On the pink 
slips, payment was made by the Export 
Corporation as it collected the purchase 
price from its customers according to the 
ordinary trade customs. The Export Cor- 
poration was under no obligation to pre- 
serve an equality amongst the mills in 
respect of the amount of pink slips sold.** 
43 Senate Document No. 70, p. 358. 
“J. W. F. Rowe, “Studies in the Artificial Control of 
Raw Material Supplies,” London & Cambridge Eco- 
nomic Service, Special Memorandum No. 31, Septem- 
ber, 1930, pp. 26-27. 
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10. Wheat in France. In the French 
Wheat Control, which collapsed in 
1934, many of the provisions of the con- 
trol were constantly being evaded. In 
order to stop one kind of evasion, the 
following device was put into effect. 

Wheat to be used for any purpose 
other than human consumption was to 
be imported freely—however, the gov- 
ernment found that some of the wheat 
entering the country under this provi- 
sion was being used for human con- 
sumption—in order to enforce this 
ruling, a decree was issued requiring 
“that all wheat imported into France 
for purposes other than human con- 
sumption be colored so as to render it 
impossible for use in the manufacture 
of flour.’’* 


Results and Conclusions 


Since the majority of price-fixing 
experiments have failed, it might appear 
logical to assume that the same has also 
been true of the attempts at enforce- 
ment. That this has not been the case 
can be seen from an analysis of experi- 
ments, such as nitrates in Chile, sugar 
in Cuba, the Chadbourne Sugar Plan, 
camphor in Japan, and wheat in Portu- 
gal. The cause of the breakdown of 
these controls was not the unsuccessful 
enforcement of the scheme but rather 
one or several other factors, such as 
consumers’ resistance, outside sources 
of supply, use of substitute products, 
and so forth. Thus in the Cuban sugar 
control, despite the fact that the supply 
was controlled to within a few tons of 
the total set by the control authority, 
the control failed and had to be 
abandoned. 


277 


45 Senate Document No. 70, p. 372. 

Foreign Crops and Markets, March 22, 1926, p. 376. 
‘7 Great Britain, Department of Overseas Trade, 
Report on the Economic and Financial Situation of 


Egypt, H. M. Stationary Office, London, 1923, p. 9. 





The enforcement agency can, jy 
most cases, only control the supply: 
it cannot regulate the demand. It js 
apparent that even if the supply is con. 
trolled successfully and the various 
regulations imposed are made effective. 
demand still remains uncontrolled and 
may therefore be a factor upsetting the 
control. 

The above statements should not 
lead to the inference that all attempts 
at enforcement have been successful or 
that the failure to enforce a control 
successfully has never been a contrib- 
uting factor to the failure of the 
experiment. Excellent illustrations of 
experiments in which poor enforcement 
was a contributing factor to their aban- 
donment may be found in the cotton 
control in Egypt, the enforcement of 
which has been called a “farce” and 
a “‘mockery”’;*’ the Japanese silk con- 
trol, in which the local authorities were 
supposed to enforce the control but did 
not do so for local political reasons; and 
the Paterson butter plan, under which 
there was no mechanism to compel 
unwilling producers to participate in 
the control. 

The success or failure of the attempts 
at enforcement do not _ necessarily 
correlate with the severity of the penal- 
ties imposed or the size of the enforcing 
agency set up. It has been pointed out 
that: 


In France, during the great revolutio: 

(1790’s), desperate efforts were made t 
control prices; the most drastic laws were 
passed and the most terrible penalties 
enforced for their transgression but matters 
only went from bad to worse. The guillo- 
tine took off the heads of thousands in 
vain; they could not enforce the laws.* 
48 “Shall the Policy of Government Price Control 5: 
Adopted in the United States?” University of Ukéa 
homa Bulletin, New Series 204, Extension No. 59 
p. 83. 
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great experiment, with the _ needs of the people cannot be filled and 

f death as the method of hunger and dissatisfaction develop, 
ent, the government was not _ the control will necessarily be a failure. 
achieve its end of fixing min- If the reverse conditions exist, how- 
prices. ever, the enforcement may be success- 
her the experiment will be ful. Without successful enforcement, it 
lly enforced depends upon the _ is evident that no price-fixing experi- 
which the price is being fixed ment can be successful. On the other 
extent to which production is hand, as has been pointed out above, 
If the price is fixed at a level the success of the enforcement does not 
becomes very profitable for in itself ensure the success of the price- 


be practiced or where the fixing scheme. 








TWO EXPERIMENTS IN FRANCE 
. SOLLOHUB 


BY W.A 


N the July, 1933, issue of the Har- 
vARD Business Review the au- 
thor predicted that after attempt- 

ing isolation to ward off depression, 
France would have to choose one of two 
alternatives: deflation or monetary ma- 
nipulation.' Since then both methods 
have been tried. The present article is 
an attempt to outline both of these suc- 
cessive ventures and to analyze some 
of the principal causes and effects of 
this particular chapter of economic 
history. 

Since the beginning of depression 
French economic history can be roughly 
divided in three distinct periods: iso- 
lation, deflation, and reflation. But this 
division must not be attempted with 
too much precision, since governments 
have often been obliged by practical or 
political considerations to follow, in 
certain questions, economic policies 
contrary to their general tendency. It 
is therefore easy to find discordant 
notes in every one of the three chapters, 
particularly in the first. 

Depression in a conservative and 
well-balanced country, as France was 
in 1929, was not the consequence of 
boom-day overexpansion but to a large 
extent a “‘secondary repercussion”’ of 
the world crisis. Falling world prices 
had made it necessary to protect the 
high-cost French agricultural producers 
through tariff increases which went at 
times as high as 420%. The inevitable 
result was high cost of living and high 


‘ 


1 “Depression in France,” Vol. XI, No. 4, pp. 498-506. 
2 League of Nations figures. 

3 Le Capital, April 18, 1934. 

4In 1933 the state levied taxes equivalent to 8% of 
the turnover of corporate business, to 138% of the 
profits after taxes, and to 231% of dividend payments. 
The share of government in business expenditure 
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cost of production. As a result of pro- 
tectionism France became an isle of 
high prices and suffered all the conse- 
quences that such a situation habitually 
entails. To reduce the disparity be- 
tween French and world price levels 
was the main objective of the deflation- 
ist Governments of Flandin and Laval: 
it was also one of the important goals 
pursued by very different methods by 
Léon Blum. . 
Whereas by 1933 the average whole- 
sale gold price index (1914 = 100% 
had declined to 70 for Great Britain, it 
stood at 79 for France,? a disparity of 
9 points or 11.4%. Generally speaking, 
the disparity between the French and 
the world price level was variously esti- 
mated at the end of 1933 as being be- 
tween 15% and 30%. Early in 1934 it 
was pointed out® that whereas French 
retail prices had declined since 1929 by 
17.74%, the decline had reached over 
50% in the countries of the sterling 
block if devaluation of the currencies 
was taken into consideration. 
Excessive fiscal charges were doubt- 
less responsible to a considerable extent 
for this unfortunate state of affairs. 
As a result of a lax budgetary policy the 
annual expenses of the state were per- 
mitted to rise from 44 billion francs in 
1928 to over 53 billion francs for 1930- 
1931. Moreover, the local budgets of 
the departments and communes in- 
creased from 1929 to 1934 by some 
40%.° A committee of experts reported 
represented over one-third of the salaries paid out (L¢ 
Capital, April 11, 1934). 
5C. J. Gignoux, Reoue Politique et Parlementasre, 
October 10, 1935. Such an increase is not entirely s 


prising if one remembers that the number of officia's 
rose from 745,000 in 1925 to 858,000 in 1932. 
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have been tremendously un- 
It is a mistake to think of 

in France as being identical 
administration of Mr. Pierre 
his common misapprehension 
to the fact that the measures 
by Mr. Laval far exceeded any 
attempts in this direction. 
thers had merely effected re- 
and compressed individual 

, Laval made drastic, spectacular 
| cuts. His government used all 

le means to break the disparity 
French and world prices. It 
But it failed very close to the 
Had parliamentary elections 
lace in May, 1937 or 1938, in- 

it is possible that the 
have been 


1936, 
experiment would 
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A tte mpts of Deflation 

matter of fact, the first defla- 
measure of any importance was 
y Mr. Edouard Herriot. As- 
x to power as the result of a 
of the “‘Cartel des Gauches,” a 
oalition of the 1932 elections 





present-day 
Herriot was 


dissimilar to the 
Front Populaire,’ Mr. 


f Mr. F urnier, sub-governor of the Bank of 


t be borne in mind that the stabilization of 


Mir. Poincaré was felt by Frenchmen not as a 
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bound by the habitual generous cam- 
paign promises while realizing the 
necessity of urgent measures. The 
Treasury was in difficulties, current ex- 
penditure was met by borrowing, and 
the disparity of the price situation 
reached its climax toward the end of 
1932, when the index of national prod- 
ucts stood at 468 against an index price 
of imported products at 298.5 A 5% cut 
in the salaries of civil servants was in- 
cluded in the 1933 budget but defeated 
in the Chamber, which reduced econo- 
mies from a proposed 4,060 billion 
francs to only 2,151 billions. But in the 
purely financial sphere the Herriot 
ministry was successful by converting 
in September, 1932, all rentes of 5% and 
higher interest rates to a 4.5% basis, 
resulting in an annual reduction of 
charges of 1,955 million francs. Un- 
fortunately this reduction in the pur- 
chasing power of the public was in no 
way compensated by an alleviation of 
taxes on business which would have 
permitted higher profits. Nor did this 
conversion have any appreciable influ- 
ence on confidence since the price of the 
new issue declined to about 93 by 
December and since the sacrifice did 
not even insure a balanced budget, 
which still provided for a deficit of 4,841 
million francs. This eventually turned 
out to be 11,508 million francs, with 
43,436 million 54,944 
million expenditures. 

The result of such a budget situation 
was rapidly reflected in the difficulties 
of the Treasury. Short-term treasury 
bills were not being renewed and had to 
be reimbursed at the rate of some 100 
million francs a day, the 3% rente 
declined from 77.45 in January to 65.70 


receipts and 


stabilization but as a legal devaluation of the franc by 
80% from its gold pre-war parity. 
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December. But most important of 
all was the trickling away of gold re- 
serves which declined from 82,278 
million francs on September 1 to 
76,945 million francs on December 22. 
The previous unhealthy accumulation 
of foreign balances with the Bank of 
France had created a dangerous situ- 
ation. The withdrawal of some of this 
foreign money had a depressing effect 
on confidence; after that time the 
weekly publication of its reserve by the 
Bank was anxiously waited for by any- 
one interested in the welfare of the 
country. 

The era of avowedly deflationary 
Cabinets was inaugurated with that of 
Gaston Doumergue, brought to power 
as a result of street riots provoked in 
February, 1934, by the Stavisky scan- 
dal, in which a number of politicians 
were compromised. One of its first tasks 
was the vote of a budget showing a 
deficit of only 1,881 million francs. 
Ixpenditure was compressed to 50,162 
million francs against an actual outlay 
of over 54 billion francs for the previous 
year. ‘he gold-reserve thermometer 
rose immediately. From under 74 
billion francs at which the hoard stood 
at the beginning of March, 1934, soon 
after the riots, it gradually rose to 
821525 million francs at the beginning 

f November, 1934. 

It is of interest to observe that the 
residual deficit of the 1934 budget was 
to be disposed of by measures of econ- 
omy which the Cabinet was authorized 


®The Doumergue Cabinet made use of its special 
powers to make a 300 million franc cut in salaries of 
monenestay and various other less important steps 
toward a reduction of expenditure. 

0 From the via rinning of the year to that time, foreign 
trade showed an increase of 13.1% in the volume of 
exports and a decline of 5.7% in the volume of im- 
ports; the value of imports had declined by 18.7% 
whereas the value of exports of French products de- 
clined by only 3.6%. The favorable factor of a 
decline of the trade deficit to 4, 998 million frances 


against 9,287 million francs for the corresponding 


to take by decree without having re- 
course to the ordinary proceedings ¢ 

parliamentary discussion and Votes. 
Since that time “ decree-laws”’ pro- 
mulgated on the strength of discretiop- 
ary powers granted by Parliament haye 
played a considerable part in French 
political and economic life. The reasop 
therefor is extremely simple, even if of 
not much credit to democratic prin- 
ciples: politicians are obviously un- 
willing to vote unpopular measures and 
the convenient procedure of “passing 
the buck” to the Government has been 
resorted to more than once when it be- 
came obvious that unpopular measures 
had to be taken.? 

Unfortunately there was a marked 
decline in economic activity and an in- 
crease in unemployment, probabl; 
largely due to the continued disparity 
of French and world prices, the con- 
sequently unremovable restrictions 1 
foreign trade, and the feeling of in- 
stability which continued to prevail 
until the end of the Doumergue rule in 
November.'’® Deflation, however, was 
now well in progress and the disparity 
between French and _ world prices 
showed some improvement. ‘The price 
index of French national products de- 
clined faster than that of imported 
products, and the disparity cee 
the two figures shrank from 155 points 
at the end of 1932 and 133 points at the 
end of 1933 to 87 points toward the end 
of 1934.'! Nevertheless budget receipts 
fell short of estimates. In other words, 
period of the previous year was compensated by 4 


further fall in tourist traffic and decline of general 
turnover; from 1930 to 1934 French foreign trade de- 
clined by 52% and trade with French colonies by 26' 
(1935 annual report of the Crédit Lyonnais). Une: 
ployment increased some 30%, railroad receipts fell by 
4.8%, and the index of industrial activity fell to 94 1 
October against 108 a year earlier, and to 
December, a decline of 12% for the year. 

11 The wholesale price index declined from 387 to 34 
at the end of the year, equivalent roughly to 10‘ 
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- deflation was far from suffi- 


By such measures as had been 


the Government had clearly 
at it intended to reestablish 
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| reasons for the high price level 
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the high rate of interest. ‘The 
its program was a 

reform of the monetary 
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mal ket ~ policy. 


he devaluation of the Belgian 
March 29, 1935, dealt a death 
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ountries!? would to 
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others. Belgian devaluation therefore 
resulted in an additional pressure upon 
the French franc. During April 2,350 
million gold francs were withdrawn 
from the Bank of France and 8,854 
million francs in May.!® Withdrawals 
from saving accounts (Caisse d’ Epargne) 
during May and June reached 3 billion 
francs. With the bank rate at 6%, 
measures other than cheap money had 
to be sought to save the situation. 
Confidence in the currency could be 
reestablished only by a reestablishment 
of public finances on a sound basis, i.e., 
by immediate drastic deflation of 
budgetary expenditure and 
quently by encouraging further defla- 
tion of the entire economic structure. 
None of the measures previously taken 
had been sufficient. It was equally 
obvious that for reasons already men- 
tioned Parliament would never vote the 
kind of measures that were alone cap- 
able of reestablishing a healthy finan- 
cial situation. The Government had to 
be given discretionary powers to take 
the necessary steps. After the fall of 
the Flandin Cabinet, to whom these 
powers had been refused, a new Cabinet 
formed by Pierre Laval obtained on 
June 6 a vote empowering it to rule by 
decree until October 31, 1935. Deflation 
had entered the culminating chapter of 


conse- 


its history. 
Drastic Deflation by Laval 


With noteworthy courage the new 
government proceeded without further 
delay to make a number of daring and 


unquestionably unpopular decisions. 


13 From January December, 1934, the debt 
had increased by 47,000 m1 
d, and Switzerland were the 
ch the gold standard was allowed 


, 1932, % 


llion francs. 
14 France, Belgium, Hollan 
last countries in whi 
to function freely. 

15 Gold reserves fell from 80,627 million francs on May 
3 to 71,773 million francs on May 31, 


3 1935. 





/ 


Though the first decree-laws were pub- 
lished immediately upon its accession 
to power and the last only on October 
31, they all had the merit of forming 
one complete economic program and 
may be summarized as follows: 


1. Reduction of Government Expen- 
diture. Vhis was the first measure taken 
by the new government; it was also the 
step that was most urgently needed, 
not only in order to achieve a healthier 
state of public finance, but also in order 
to relieve the country of an excessive 
burden. Budgetary expenditure had de- 
clined much slower than economic 
activity. The relative weight of govern- 
ment expenditure had therefore grown 
considerably and was more than ever 
before exercising its naturally retarding 
influence upon economic life. 

The reduction of ordinary govern- 
ment expenditure was operated by an 
all-round cut of 10%, applying princi- 
pally to salaries, pensions, and interest 
payments, not only on behalf of the 
state but also on behalf of smaller 
administrative sub-divisions and public 
organizations.'® The rate of 10% was 
chosen because it was estimated that it 
would be sufficient from a budgetary 
viewpoint; it was also held that it was 
entirely equitable to the fixed income 
section of the population since the re- 
duction of the cost of living over a 
number of years had given this group a 
substantial increase in purchasing 
power. Salaries of officials, for instance, 
had been last adjusted upwards in 
1930; since then the price of living had 
declined by 15% in Paris and by 27% 
in the provinces.” 

2. Measures of Equitability, necessi- 
tated by the above reductions. A num- 


16 Departments and communes. 
7C, J. Gignoux, Reoue Politique et Parlementaire, 


October 10, 1935. 
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ber of measures were taken in order to 
insure as far as possible an equitable 
distribution of the effort of adjustment. 
Principal features in this group were a 
tax increase on incomes of over 80,000 
francs on entrepreneurs working for the 
state, a tax increase on dividends, and 
the compulsory conversion into regis- 
tered certificates of the 4% 1925 rente 
which confers on its bearers special tax 
privileges. 


3. Measures of Economic Adjustment. 
These were destined to eliminate a 
number of unhealthy situations which 
had arisen and to help reestablish a 
normal state of balance between the 
various groups of producers and con- 
sumers in the country. Some prices had 
declined much further than others and 
government interference was the onl) 
possible manner for a return to more 
normal conditions—hence a number of 
decrees concerning prices of consump- 
tion goods, such as meat, alcohol, 
wheat, bread, etc. Included in this 
series were decrees cutting the price o! 
gas and electricity and reducing all 
rents by 10%; interest on mortgages 
was decreased by an equal amount. 


4. Reform. The Laval Cabinet made 
use of the special powers with which it 
had been vested to operate by decree 
a number of reforms which would have 
been difficult to vote by Parliament on 
account of resistance of vested interests. 
Principal among these were some very 
constructive amendments to corporate 
legislation destined to prevent wide- 
spread abuses. 

Once these measures had been pro- 
moted, the Government undertook to 
provide the country with a budget 
adapted to the circumstances. Possibly 
this is the major piece of work it accom- 
plished, though of course of a much less 
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ular nature than the 10% cuts, 
vhich the name of Mr. Laval will 
ly remain definitely associated 
mind of the public. After having 
the 1935 deficit to 7 billion 
from the g billion francs which 

| have been without the decree- 
Government presented an 

iry budget practically balanced 


What were the practical results of 
this immense effort? No definite con- 
clusion as to the merits of this policy is 
possible as the Laval Cabinet was 
forced to resign in January, 1936.” It 
is one of the unfortunate consequences 
of the political régime in France that a 
Cabinet is rarely able to pursue its pol- 
icy for a period of time sufficient to ac- 


TABLE I 


CHANGES IN GOVERNMENT EXPENDITURES, 1935 AND 1936 


lon Pp lies and Collection 


Charles Rist, Activite Economique, July, 1935. 


307 million francs against 47,817 
. francs in 1935, 0ra reduction of 


ser analysis of the budget 

is instructive as an illustration 

rt of reduction. Table I shows 

int of reduction of expenditure 

m 1935 to 1936 and also the rel- 

importance of the various items. 

t that public debt absorbed 

the total illustrates the impor- 

f interest rates and alsoindicates 

ight which public debt can attain 

where governments are habitu- 

nable to adjust expenditure to 

[It was also estimated” that 

idget absorbed about one-third 
tional income. 


fund for armaments and public works 
1 to 6,320 million francs, but was partly 
ated by a 3,500 million franc amortization of 
bt, leaving only 2,720 millions to be covered 
wing. 
ppe Schwob, L’Europe Nouvelle, March 28, 


Changes from 


19035 7Q97C¢ 1935 to 1970 
Millions & Millions & Millions Q 
of Francs of Francs of Francs 
II ,229 23-5 9,938 24.7 —1,2901 —I1.5 
4,147 8.7 4,140 10.3 - 7 
6,236 13.0 4,957 12.3 —1,279 —20.5 
10,458 21.9 7,045 17.4 -3,413 —32.6 
12,250 25.6 11,345 28.2 -— git — 7.4 
2,103 4-4 1,349 3.3 — Ge =35-9 
1,388 2.9 3.$34 3.8 + 145 +10.4 
47,817 100.0 40,307 10 —7,510 —15.7 


complish the results it might otherwise 
have achieved. The measures described 
above obviously represented consider- 
able progress toward adjustment of 
swollen government exvenditure to 
deflated prices and activity and toward 
a healthier price situation. The dis- 
parity between abnormally depreciated 
wholesale prices and more stable retail 
prices was reduced during 1935 from 
34.3% to 20.9% toward the end of the 
year.”! Retail price indices in France 
and England showed a disparity of 
only I2 points against 19 two years 
earlier, whereas the disparity with 
American retail prices shrank from 


99 


43 to 19 points.” 


2 Largely on account of the unwillingness of politi 
cians to face the May elections under a slogan of 
deflation and restriction. 

21 Economiste Européen, January 10, 1936. 

22'The most favorable moment seems to have been in 


July, when the disparity between national and im- 





174 Harvard Business ‘Review 


But in other domains the success was 
less pronounced. A few indices will 
have to suffice. Industrial production 
which had fallen to the index figure 92 
rose to 95 at the end of the year; on the 
other hand, unemployment reached 
440,000 in December against an aver- 
age of 342,000 during the previous 
year, but it was lower than the 479,000 
in January, 1934; railroad receipts fell 
by 9.79%; foreign trade continued to 
contract, with a total drop from 40,948 
millions in 1934 to 36,418 millions in 
1935, corresponding to a decline of 9% 
in imports and 13% in exports; of 
special significance is the decline of 
18% in the volume of manufactured 
goods exported. 

The principal failure of the Laval 
administration was in the purely finan- 
cial line of the interest rate. This failure 
in turn was due to a lack of confidence 
in the possibility of continuing his 
policy. Since June, 1935, the 416% 
rente never sold to yield less than 
5.02%, two-year treasury notes never 
fell below 314%, and the bank rate was 
only for a few weeks at 3%. The gold 
losses of the Bank of France during the 
critical days previous to the Laval 
Cabinet had been only moderately 
compensated by an increase of from 
70,725 millions on June 7, to 72,157 
millions on October 25. As soon as 
Parliament reconvened and the oppo- 
sition to Laval became apparent, a 
strong outward movement resumed, 
and by December 12 the hoard had 
fallen to 65,904 million francs and the 
bank rate stood at 6%. Net loss for the 


ported products was only 51 points. The respective 
index figures were 353 and 302; in 1929 the disparity 
was only 33 points with index figures standing at 635 
and 602. The highest annual average disparity was in 
1931 with a difference of 183 points—the result of a 
policy of isolation. 

23 Report of the Bank of France for 1935. 

*4 With the exception of the reduction of 10% in the 


year was roughly 16 billions, of which 
over 2 billion francs were hoarded 
within the country.** 


The Popular Front Experiment 


With the advent in May, 1936, of the 
Popular Front government, headed by 
socialist Léon Blum, an entirely new 
chapter of French economic history 
was opened. Its methods were radically 
different from the orthodox efforts of 
Laval** and its program committed 
it to pursue different ends. The princi- 
pal aims of this leftist coalition were: 


1. A forty-hour week. 

2. Collective bargaining. 

3. Fifteen days’ paid leave for wage 
earners. 

4. Public works. 

5. Nationalization of armament produc- 
tion. 

6. Creation of an “Office du Ble.” 

7. Reform of the Bank of France. 

8. Amendment of previous decree-laws 
cutting pensions and salaries. 


Such were the economic aims form- 
ing the first section of the new govern- 
ment’s aims;” they were to be followed 
later by other measures including the 
creation of a national unemployment 
fund, crop insurance, re-evaluation 
of agricultural debts, old-age pension 
plan, fiscal reform through an allevia- 
tion of the burden on commerce and 
industry by shifting charges to “ac- 
quired wealth,” and finally a stimula- 
tion of economic activity. The Blum 
Government sought reform rather than 
recovery. The latter, it was hoped, 
would be the automatic consequence of 


interest payment on the rente, which was widely 
criticized as a 10% default; the argument in favor was 
to the effect that this was better than a 30% default 
through devaluation. 

25 A wheat board for the purpose of fixing wheat 
prices and marketing. 

26 Government declaration of policy read to Parlia- 
ment on June 6, 1936. 
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Cabinet avowedly gave 


he 


oblems precedence over eco- 


onsiderations. ‘There is no 
the decision ‘‘to seek in a 
se of action an alleviation of 
through an increase of the 


irchasing power, as specified 


rogram of the Front Populaire,* 


. Restrictions 


great extent an attempt to 
erican New Deal theories and 
had failed to 
< prosperity; the country was 
“spend its way out of 


ler TO 


rT) 
| 


preliminary condition for the 


such a program was obvi- 
monetary adjustment, i.e., 
n. Since the 
-Saxon currencies and the fall 


devaluation of 


| prices in terms of gold, France 


er choice but 
to keep in harmony with 
he world or to let currency 


to compress 


the dollar and sterling. Since 


prices to world levels: 


lution had failed, and since 
ir Front Government 
in declaring that it sought 
ls, the alternative 
nly remaining possibility.” 


was 
sect nd 


it was the sine qua non for 


the social elements of the 


rram for which a revival of 
activity was a prerequisite. 
a revival needed two more 
the adjustment of 


the re- 


{ esides 


iment of a profit margin sufh- 


absorb the cost of the reforms 


cient to stimulate activity, and 


cut in interest rates in order 
industry and State to borrow 


t program, published on January Io, 


ng the main objects of the con- 
radicals, socialists, and communists. 
t, London, June, 1936, estimated that 


reestablish the balance it would be neces- 


he franc by 25%. This view was also 


-_ -_ al a 


Ting Exheriments in France 


t75 
at rates similar to those prevailing in 
London and New York. This last point 
could only be achieved by a generous 
repatriation of exported capital through 
removal of any fear of devaluation 
which had taken place—and the lure 
of profitable and safe employment. 
Viewed from this angle the begin- 
nings of the new régime were particu- 
larly inauspicious. Devaluation was 
unequivocally rejected during the first 
months as being a slight to the small 
rentiers and only accepted later as an 
unavoidable evil, when resistance had 
become impossible; the first condition 
for inspiring confidence thus remained 
unfulfilled. Capital had also other rea- 
sons for misgivings as to the possibility 
of safe employment under the ministra- 
tions of a Popular Front Government. 
The latter was in its great majority 
frankly Marxist, its members 
made no efforts to disguise their anti- 
capitalist convictions but repeatedly 
in public statements. 


and 


vented them 
Though the overthrow of the capitalist 
structure was not included in the pro- 
gram of the Popular Front, it was 
nevertheless the avowed ideal for some 
later date of the two major parties.* 
Small wonder that capital felt that 
sheep were being offered a wolf for 
their shepherd and preferred to seek 
investment elsewhere or to content 
itself with the sterile secrecy of private 
hoards. The social unrest which became 
apparent immediately after the elec- 
tions further encouraged this attitude. 
The impatience of working classes to 
reap an immediate benefit the 
political victory of the coalition found 


from 


held by such eminent technicians as Charles Rist and 
J. Caillaux who publicly expressed their opinion on 
the subject. 

**A completely new society must replace the present 
1936, quoting Mr. Léon 
(2nd Inter- 


one”—La Situation, June 5, 
Blum at the 1936 Socialist Congress 


national). 
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its expression in sporadic strikes over 
the entire country. Strikers resorted 
to the novel and disquieting “‘sit- 
down” method. The passive attitude 
of the authorities in face of this viola- 
tion of property rights served to in- 
crease the apprehension of large and 
small investors. Gold reserves fell from 
66,297 millions on December 20, 1935, 
to 54,562 millions on June 5, 1936; in 
May alone about 5 billion gold francs 
had been removed. 

With the victorious voters clamoring 
for immediate realization of political 
promises, the reforms had to be ini- 
tiated in spite of unpropitious economic 
circumstances. Domestic prices had 
been rising for some time, apparently 
due to fear of devaluation and mis- 
givings with regard to the financial 
situation which required constant loans 
from the Bank of France. On the other 
hand, industrial production was about 
10% ahead of the corresponding period 
a year earlier and electrical output 
about 8%. These increases were appar- 
ently due in part at least to a cessation 
of the vicious circle of declining prices 
and buyers’ abstention in the hope of 
still lower levels. ‘he Popular Front 
should undoubtedly be given credit for 
this change in psychology. But the in- 
creased disparity between French and 
world prices made the burden of social 
reform particularly heavy.*! 

The first item of the Popular Front 
program to be accomplished was the 
establishment of collective bargaining. 
Under pressure of the increasingly 
alarming strike situation the Cabinet 
achieved this end not by legislation, 
necessitating debates for which there 


31 The wholesale price index rose from 357 in Decem- 
ber, 1935, to 377 in May, 1936; during the same 
period the disparity between French and foreign 
products increased from 84 to 122 points, as can be 
seen from the following figures for May, 1936: French 


was no time, but by sponsoring a pri- 
vate agreement signed on June 7, 1936, 
between the Confédération Générale dy 
Travail (C.G.T.) on behalf of the 
workers and the Confédération Général, 
de la Production Francaise on behalf of 
industry. This agreement, known as 
the ‘‘accord Matignon,’’** provides for 
collective bargaining, liberty for work- 
ers to belong to any syndical organiza- 
tion they may chose, and election of 
deputies for representation of workers’ 
interests and presentation of claims to 
the management; the agreement also 
provided for an immediate increase in 
wages of from 7% to 15% in inverse 
ratio to the importance of the indi- 
vidual wage. 

The forty-hour week was the next 
step. It was enacted on June 21, and 
substituted a permissible maximum of 
forty weekly working hours to the 
previous maximum of forty-eight. Since 
salaries could not be cut in proportion 
it was equivalent to a further increase 
of 17% of pay rolls. The compulsory 
annual vacation of a fortnight with 
pay amounted to a 4% increase. A 
number of arguments were advanced in 
favor of these measures, mostly with a 
strong “‘technocratic”’ flavor; the fact 
that the disparity between French and 
world prices would now be increased, 
not only by the comparative over- 
valuation of French currency but also 
by shorter working hours than in 
neighboring countries, was optimisti- 
cally waived with the hope that in- 
creased employment and_ turnover 
would develop purchasing power and 
compensate the new charges. Even i! 
the Government did have some mis- 


products 421 against 387 in December; foreign 
products 299 against 303 in December. 

% From the Hotel Matignon, seat of the Cabinet 
President, where it was negotiated and signed. 
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is to the effect of its innova- 
exports, it was too closely 
previous promises to stop 
ourse. 
reform of the Bank of France is 
economic and historical inter- 
r over a century of uninter- 
and on the whole satisfactory, 
the statute of the Bank of 
as a private banking organiza- 
special privileges but also 
pecial control of the State was 
hed. No doubt some of the prin- 
lowed by the Bank could be 
d as being excessively con- 
ive. But in practice the rules 
plied with considerable broad- 
‘ss. Whatever disadvantages 
ht have had were largely com- 
by the independence of the 
vy from the Treasury. On the 
and, the Bank had become 
rbear of all conscious and uncon- 
champions of the totalitarian 
o were shocked to find an 
n not automatically comply- 
1 the desires of the Govern- 
lhe fact that the Bank of France 
in accordance with its duties to 
sitors and in a lesser degree in 
ince with its duties to its share- 
that is to say, on lines of 
finance, was construed as con- 
y by many of the Popular Front 
s and by all of the Popular Front 
Napoleon, the creator of the 
leliberately took the manage- 
{ the currency out of the hands 
ls and entrusted its custodian- 
1 body directly and supremely 
ted in its healthy condition and 
opposed to any unorthodox 
But this necessarily created 
outside the 


lependent power 
nment. The new statutes provide 
ndex of national products stood at 457 whereas 
rted products was only 319, a disparity of 


ae EE 
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for nomination by the Government of 
18 members out of 23 and thereby 
make the Bank of France completely 
dependent on the Ministry of Finance. 

August saw the creation of the Office 
du Ble, or Wheat Board. Previous 
governments had in vain endeavored 
to fix minimum prices at levels sufh- 
cient to remunerate the farmers. All 
attempts had failed. The Office du Ble 
is composed of representatives of farm- 
ers, consumers, millers, bakers, and 
commerce. Regional cooperative sub- 
sidiaries are obliged to take up all 
wheat at a price fixed by the central 
body. It is a monopolistic organization, 
the merits and demerits of which space 
does not permit us to discuss in this 
study. 

Nationalization of war industries 1s 
not of paramount importance in the 
history of the Blum experiment. It was 
the consequence of previous election 
promises “‘to take profit out of war,” 
and was carried through only incom- 
pletely. The owners do not appear to 
have been dispoiled of their production 
facilities at unfair prices. 

While the Government 
promoting social innovation, gold was 
steadily trickling out of the vaults of 
Bank of France. By 

1936, 


was busy 


the reformed 
September 25, 
down to 50,111 million francs, or just 
a shade above the 50 billion francs 
which are usually considered as the 


reserves were 


minimum war chest. The disparity 
between French and foreign prices 
showed no sign of improvement.** ‘The 
gold index wholesale price figures were 
83 for France, 67 for Great Britain, and 
62 for Belgium.** Foreign trade was 
frankly disappointing; though value 
and tonnage showed some increase over 
1935 this was due only to an increase 
138 points or 30%, as against 107 points in April. 


41914 = 100%. 
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in imports, as exports declined both in 
value and in tonnage,** another obvious 
consequence of an excessively high 
price level resulting from previous 
disparities and new social reforms. 
With the economic situation such 
as described above, the financial posi- 
tion could not of course be satisfactory. 
‘Tax receipts had been under estimates 
since the beginning of the year. A loan 
of 40 million pounds had to be made in 
London to face current needs. But this 
was insufficient and the Bank of France 
showed from March 20 to June 12 an 
increase of its discounts from 10,747 
million francs to 20,274 million francs, 
reflecting Treasury Bills which had to 
be discounted as the only means of 
obtaining cash. In June, Parliament 
authorized the Bank to open a new 
account of direct loans to the Treasury 
up to 10 billion francs, additional to 
the previously granted 3,200 million 
francs. With a major violation of the 
basic principles of the currency law of 
1928 thus added to the pressure of a 
high price level and extremely low 
confidence (the 4.5% rentes were selling 
to yield 5.45%), gold continued to flow 
out of the country with 2,500 million 
francs leaving during the week ending 
September 25. There was no alternative 
but devaluation or a freezing of the 
currency through stringent exchange 
control on lines similar to those fol- 
lowed by Germany and Italy. Since 
currency control inevitably implies 
economic dictatorship and a definite 
flavor of “‘fascism,” devaluation was 
chosen as the more suitable solution. 
On September 25 the franc was 
“detached” from its gold basis and the 
Government authorized to fix its parity 
at from 25% to 33% below the old 
level.** From the profits of the adjust- 


35 Economiste Européen, January 15, 1937. 
36 The new franc was fixed as representing not under 


ment 10 billion francs went to a newly 
organized exchange stabilization fund 
and a modest reimbursement was made 
to the Bank of France. The monetary 
reform had great potentialities of syc- 
cess. In the first place, it removed one 
of the elements of uncertainty which 
had been overhanging the financia| 
markets for a considerable time. The 
tripartite agreement, announced at the 
same time as the devaluation, opened 
up a new era of hope for international 
cooperation. The socnctoos of import 
duties by from 15% to 20%, in order to 
prevent an satis in the cost of living, 
appeared as an important development 
toward an eventual general reduction 
of international trade barriers and a 
revival of foreign trade. Yet it cannot 
be said that devaluation proved a suc- 
cess. Under pressure of the left-wing 
elements of the Popular Front coalition, 
profits obtained on the Bourse resulting 
from devaluation were taxed at 50% 
and a tax of 100% confiscated profits 
obtained by bearers of gold. The first 
served to strengthen misgivings of 
capitalists. The confiscation of profits 
effectively closed the door to French 
capital which had been for years wait- 
ing for this chance. Simultaneously it 
closed the door to any possibility of 


permanently lower interest rates. The 


Front Populaire had lost its first chance 
of success by not taking recourse to 
devaluation to counterbalance the cost 
of its social program. It lost its second 
chance by preventing devaluation from 


bearing fruit. When the enormity of 
the mistake was realized and holders ot 


gold were offered in December, 1936, 
bonds reimbursable in three years with 
40% premium, the favorable moment 
had once again passed by and exported 


43 nasty ge and not over 49 milligrams gold as 
against 65.5 milligrams for the old “ Poincare” franc. 
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not return in any consider- 


Al 


nT 
Uilile 


’rench price level, however, was 


i “ 
close to that of the rest of the 


October the wholesale gold- 
stood at 64 for France,*’ 
rland, and 62 for Belgium, or 


ximately the same level; the 
ld-price index made an even 
wing at 73 for France against 
nglé ind and 73 for Belgium. 
pancy between imported and 
products on the French mar- 
© to 95 points and the interest 


Bank of France remained at 


m October 16 to the end of the 


period is of course necessary 
the success of any monetary 
n. Let us permit six months to 
and take another look at the 
in March, 1937. The figures un- 
how some improvement. The 
etween national and foreign 

irrowed to only 44 points or 
the industrial production 
m. 95 in September to 104, 
lices of foodstuffs rose by 
products by 


industrial 

ill be seen from the two 
res both that t 
ing rapidly and also that 


he cost of liv- 
was reaping more profits than 
re. Unfortunately, the finan- 
tion was less. satisfactory. 

requirements for 1937 were 

1 at about 36 billion francs, 
lit balances were extremely 

there appeared to be increased 
n the international exchange 

ugh the existence of the 

- Equalization Fund made the 


ng tendencies less obvious to 


[79 


Once more it became apparent that 
the only way to procure ample means 
for the Treasury would be to bring 
about the return of exported capital. 
Since it had by now become entirely 
clear that this could not be brought 
about by force, the Government de- 
cided to take a drastic step and reverse 
almost completely its policy in an at- 
tempt 


, illusive confi- 
dence which it had never been able to 


to capture that 
obtain. To a certain extent this decision 
was encouraged by incipient demands 
of officials for an increase of salary, as 
the rising cost of living in effect meant 
a deflation of their purchasing power. 
March, 1937, marks an important turn- 
ing point in the history of the Popular 
Front and the inauguration of the new 
with 


‘ 


policy, ‘confidence’ for its 
keynote. 

‘The Government promised to pause 
in the prosecution of its reform pro- 
gram and not to suggest any further 
social legislation. It also declared that 
the budget balanced. The 
movement of gold was freed of all con- 


would be 


trol, the Bank of France was to buy it 
at prices varying from day to day be- 
tween the lower and upper limits fixed 
for the franc, the tax on gold appreci- 
ation was abolished, and conservative 
experts were appointed to prominent 
posts in the Exchange Equalization 
Fund. ‘The hoarders were now offered a 
possibility to cash in on devaluation. 
They were given a further inducement 
to do so by the issue of an “‘ Armament 
Loan” including an exchange guaranty 
as to capital and principal.” The fact 
had to be 


given in order to tempt capital out of 


that an exchange guaranty 


its retreat is in itself a sufficient indica- 


September, 1936. 
“2 ()ne t isand franc equivalent to £0/7 and to 
$45.66; interest rate 4°‘ ¢ 8 
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tion of the prevailing state of mind to 
make all further comment unnecessary. 

From a purely financial viewpoint, 
the excellent effect of this reversal of 
policy was of short duration. The first 
series of the new loan in a capital 
amount of 5 billion francs was rapidly 
oversubscribed, but the second series of 
3 billion francs offered only a few days 
later was followed by a change in at- 
mosphere as a consequence of violent 
riots in the Paris suburb of Clichy. 

The reversal of policy had not been 
able to bear fruit, the 2,500 million 
franc balance of the issue was not even 
offered, confidence returned to more or 
less what it was a few weeks earlier— 
as reflected by quotations for French 
rentes—and events followed their 
course. After failing to inspire confi- 
dence by its “‘ New Deal” methods the 
Blum Government again failed to in- 
spire it by claiming conversion to 
orthodox policies through failure to 
maintain public order. The last phase 
of the experiment had started. 

This final period, lasting from March 
to June, 1937, was devoid of any par- 
ticularly dramatic moment until the 
climax which brought about the fall of 
the Blum Cabinet. During the last 
months of Mr. Blum’s administration no 
new forces were brought into play, but 
all those previously mentioned con- 
tinued to act in a direction which made 
the situation steadily more strained. 
Within a short article of this kind it is 
impossible to examine all the effects of 
the new policy on trade, industry, and 
agriculture, and a few essential figures 
will have to suffice. 

Trade continued to develop unfavor- 
ably. The disparity between French 
and foreign products remained con- 
siderable; the forty-hour week actually 
resulted in a shortage of skilled labor, 
but did not absorb the remaining un- 


skilled unemployed and unemploy- 
able.* It helped to increase already 
excessive production costs: pay rolls 
had increased by 75% since the last 
quarter of 1935;** actual gains of work. 
men, however, had risen only by 38° 
on account of shorter working hours, 
Agricultural regions complained of , 
renewed emigration toward urban cen- 
ters. The increased purchasing power 
through heavy government spending 
had temporarily stimulated business, 
but was soon compensated by higher 
prices. The same factor greatly reduced 
the favorable effects of devaluation 
under the cumulative influence of social 
reform. But worst of all was the fact 
that capital continued its passive re- 
sistance. This must not be understood 
as a statement referring to a deliber- 
ately unfriendly attitude of “big 
money.” Small investors adopted the 
same attitude of abstention under the 
effect of apenint strikes and lack of 
conviction in the sincerity of the rever 
sal of policy. Rentes continued to de- 
cline, interest remained high, the 
situation of the Treasury was getting 
more and more difficult, and when the 
proceeds of the “‘armament”’ loan were 
spent the crisis broke. The Cabinet 
recognized the impossibility of carrying 
on under ordinary parliamentary meth- 
ods and resigned itself to ask for 
special powers. Though its full inten- 
tions as to their use were never officiall) 
disclosed, it has been stated on good 
authority that the principal measures 
would have provided for: 


Increased taxation in the higher brackets. 

Control of corporations, banks, and in- 
surance companies. 

Control of investments abroad. 


41 Professor Roger Picard in Le Capital, June 30, 1937 
42 Situation, May 7, 1937; figures concern the metal- 
lurgical industries. 
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Two Experiments in France 


sulsory deposit in French banks of 


curities (apparently with a view 


iltimate requisition). 


lization of railroads, etc. 


er words, the Government was 


embark on a policy of eco- 


lictatorship and seek in this 
the results which it had been 


achieve under a liberal eco- 
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former government for almost dicta- 
torial powers. ‘These revelations also 
plunged the country into consterna- 
tion. It was disclosed that the Treasury 
was all but empty, with only 20 million 
francs remaining to meet 400 millions 
required at the end of June; the budget 
deficit stood at 16,500 million francs 
and some 28 to 30 billion francs would 


have to be borrowed before the end of 
the year; the Exchange Stabilization 
Fund was exhausted both its 
foreign credits and the original 10 
billion gold francs had been used up; 
during the last week of the Blum 
Government some 5,200 million francs 
in gold were lost, whereas during the 
month the total loss was over 8 billion 
francs. Expressed in weight, and not in 
currency equivalent, figures are even 
clearer: after seeing its gold hoard 
decline from 5,059 tons in 1934 to 
3,636 tons in June, 1936, the hoard 
further shrank under Mr. Blum’s ad- 
ministration to only 2,698 tons or 2,504 
tons if amounts earmarked for reim- 
bursement to London were taken into 
consideration—a decline of 31% in one 
year.*4 Emigrated French capital was 
estimated at 50 billion Auriol francs. 
Such was the price of socialist ad- 
ministration and of a certain improve- 
ment in industrial activity, which rose 
ilts from an average index figure of 98 in 
1936 to 104 in May, 1937, with unem- 

ployment reduced to 322,000 against 
an average of 434,000 a year earlier. 
The price appears to be even higher if 
the results of foreign trade are consid- 
ered. During the first six months of 
1937 the deficit grew to over g billion 
francs against less than 5 billion francs 
during the corresponding period of the 
previous year. When these figures are 
considered in conjunction with the pre- 
viously mentioned gold movements, it 
would seem that there is but one con- 


and political structure. But the 
vas unwilling to concur in a 
periment which could only lead 
lrastic change in the political 
f the country through neces- 

f enforcing various economic 
ls.’ In specific votes it pro- 
the compulsory conversion of 
the confiscation of foreign cur- 
ld, and securities, the obliga- 

r corporations to invest the 
portion of their 
ment funds, the confiscation of 
vs outside France, and the na- 
ization of certain enterprises. The 
itions of the Senate throw a 
lear light on the undisclosed 
ns of the Government.*®? With 
rt to more or less unconstitu- 
weapons firmly debarred by the 
ite, the Blum Cabinet resigned on 
1937. [The experiment was 


since 


reserves in 


possibly too early to estimate 
ng-term implications of the prin- 
measures taken by the first 
front Cabinet. But the im- 
sults of its administration 
painfully evident, at least from a 
financial viewpoint. The revela- 
made by the Finance Minister 
‘newly formed Chautemps Cabi- 
ply explained the request of the 
Finances, June 25, 1937. 
ted by Mr. Paul Reynaud in the 


ine 29, 1937. 
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clusion possible: the social reform meas- 
ures and particularly the reduction of 
working hours had to be paid for by 
increased purchases abroad entailing 
loss of gold. In other words, the forty- 
hour week had to be paid for by a loss 
of substance. This is in no way aston- 
ishing since no neighboring countries 
have such short working hours.*° 

The advent of the new Cabinet under 
Radical-Socialist leadership marked a 
complete reversal of economic policy 
and a return to more orthodox princi- 
ples. Its first decisions were the detach- 
ment of the franc from gold, resulting 
in an immediate slump of about 15%, 
and an increase of taxation by 10,500 
million francs—a part-payment for one 
year’s experimenting. 


The Outlook 


What are the prospects for success of 
this return to a more conservative pol- 
icy? Two devaluations have doubtless 
cleared away some of the obstacles pre- 
viously impeding the path to recovery. 
On the other hand, it is difficult to vis- 
ualize the achievement of any success 
without a previous repatriation of much 
of the exported funds. In the first place, 
the Treasury will have to borrow con- 
siderably during the balance of 1937 
and during 1938 since the limit of taxa- 
tion has been reached. If this borrowing 
cannot be effected at satisfactory low 
rates, the result will be a further sub- 
stantial increase of the interest burden 
and strained financial circumstances 
with all the effects which they inevita- 
bly have on the currency. In the second 
place, the advantages industry pro- 
cured by devaluation will be largely 
offset if industry is unable to borrow at 
rates comparable to those prevailing in 
45 Incidentally it is of interest to note that 17 of the 29 
signatories of the 1919 convention on a forty-eight 
hour week have not yet ratified their signatures. 


Great Britain and America. It would 
seem, therefore, that in the final analy- 
sis success will depend on that impon- 
derable psychological factor known a; 
“confidence,” which alone can lure 
capital back to France—to say nothing 
of the essential rdle it plays with regard 
to enterpreneurial activity. 

Prospects for a rapid reestablishment 
of confidence are unfortunately no: 
overbright. Two kinds of events could 
bring about its return: either a violent 
psychological shock or a steadily im- 
proving economy under the effect of 
“good government.” The first of these 
possibilities is by its nature unforsee- 
able, but it should be remembered how 
many times France has been saved at 
the eleventh hour—by either a Jeanne 
d’Arc or a Poincaré. The second possi- 
bility will necessarily meet with con- 
siderable obstacles. To begin with, it 
will have to precede, and not follow, a 
return of capital and a cheapening of 
interest rates, and will be obliged to 
face in its early stages all the difficulties 
this implies. There will also be much 
more difficulty in the painful but in- 
evitable duty of compressing national 
expenditure to a level proportionate t 
national income; if this is not achieved, 
there is no alternative but unrestricted 
borrowing and currency depreciation. 
No country can continually live above 
its means with impunity without inevi- 
tably suffering a loss of wealth, and a 
lowering of its standard of living. 

These remarks obviously do not ap- 
ply exclusively to the Chautemps Cab- 
inet which immediately followed the 
first Popular Front Cabinet of Mr. 
Blum, but also to any other govern- 
ment which would have to administer 
France under the present constitution 
and without resort to exchange contro: 
and the consequent close regulation 
all economic activity. 
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WHAT DO BOND YIELD DIFFERENTIALS 
FORECAST? 


BY HENRY B. ARTHUR 


Bs IVATE investors, trustees, and 
thers faced with the problems of 
maintaining bond portfolios are 
templating a great lump of 
ties in the years 1964 to 1967. 
ilmost universal refunding of the 
ipon obligations of corporations 
st few.years has very frequently 
the form of low-coupon thirty- 
nds. A superabundance of in- 
funds and almost complete 
tion in the demand for short-term 
as afforded a ready market 

new issues. 

(he approximate yield of 314% 
the higher grade thirty-year 
now offer may well arouse 
misgivings on the part of 

This figure is definitely 

the levels most of them would 
a long-term normal for bond 
and yet it is almost impossible 
agreement between any two 
of money rates or bond yields 
vould serve as a basis for 

ising the present wisdom of a 
rm commitment at such a low 
return. How soon will bond 

increase to a level of, say, 4%? 
it some assumed answer to this 
1 the buyer of a long-term bond 
bnormal yield is following a 
irse, because his bond is sure to 

price as yields increase. In many 

e could afford to hold his cash 

year or even several years, pro- 

he could then invest it in bonds 


nt time, top-notch thirty-year bonds are 


t a yield of approximately 344%. Some 


blic utility issues are currently quoted 
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priced low enough to yield 4% or 
better. 

The approach to the problem need 
not be wholly haphazard, however, 
since every purchase of a long-term 
bond represents, by implication, an 
assumption about the future of interest 
rates. Long- and short-term bonds are 
selling at different yields, and the 
choice between a long- and a short- 
term investment must be influenced 
by the buyer’s expectation as to the 
future course of money rates and bond 
yields. What are the assumptions that 
are implicit in a buyer’s decision to 
purchase a thirty-year high-grade bond 
to yield 314%! to maturity? If it is 
possible to discover what the market 
is assuming as to the time when yields 
will reach the 4% level, an investor 
has at least some guide as to what is 
the most desirable policy for him to 
follow. 

The quotation of 100 for thirty-year 
314% bonds is usually said to mean 
merely that the yield to maturity is 
identical with the coupon rate, and the 
bond is therefore selling at par. How- 
ever, it is more significant to know that 
the present value (discounted at 314%) 
of an annual income of $3.25 (payable 
semiannually) for thirty years, plus 
the present value (at 314% semi- 
annual compound discount) of the $100 
principal, due thirty years hence, 
comes to exactly $100, as follows: 
on a lower yield basis, but 314% is fairly typical. This 
figure is therefore used as a basis for the illustrations 
given in the text. 
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Present value of $3.25 per year, pay- 
able semiannually, for 30, years at 
yy 3%) 
344% compound discount 
Present value of $100, due 30 years 
hence, discounted at 314% com- 


pounded semiannually 


$ 61.983 995 


38.016 005 


$100.000 000 


The first part of this computation is 
based on a standard table of present 
values of guaranteed annuities, while 
the second part is from a table of com- 
pound discounts.” The reason why it is 
important to employ this kind of ap- 
proach is that the present value compu- 
tation permits direct comparisons of 
the present market value of several al- 
ternative forms of investment. The 
logic of the computation is based upon 
the fact that the true present value of 
an investment represents the present 
(discounted) value of all the incomes 
that are to be derived from the invest- 
ment. The above simple illustration 
serves to demonstrate this fact. 


Use of Present Values in Formulating 
an Investment Program 

The next step is to consider the 
possible alternatives open to the in- 
vestor having funds available for invest- 
ment. If we assume he requires top 
grade securities, he clearly has a choice 
between investing in a_ thirty-year 


bond at 314% yield, or buying a bond 


or note of shorter maturity (and, 
naturally, lower yield) in the expecta- 
tion that he will be able to reinvest 
at, say, a 4% yield after a few years, 
more than making up for the period of 
low returns. 

The relative attractiveness of such 
an investment possibility is worked 
out below, in terms of the present 


2 The tables used by the writer are those presented in 
F. W. Kilduff, Auditing and Accounting Handbook. 
New York: McGraw-Hill Book Company, Inc., 1924. 
3 This calculation can be made conveniently in two 
steps. First, calculate the present discounted value of 


values of all the incomes accruing from 
a five-year note yielding 114%, assum. 
ing reinvestment of principal five years 
hence in a twenty-five year bond vield- 
ing 4%. 

Since it is desired to make compari- 
sons based on the yield of 314% fo; 
thirty years, this is the rate of discoun; 
which is applied to secure the present 
value of all the incomes expected from 
this program. These present values are 
as follows: 


Present discounted value of $1.50 
per year for five years. (Pay- 
ments semiannual, discount 
at 3!4% compounded semi- 
annually.) $ 6.871 
Present discounted value of 
$4.00 per year beginning five 
years hence and continuing 
for twenty-five years there- 
after. (Payments  semian- 
nual, discount at 314% 
compounded semiannually.) 
Present discounted value of $100 
(principal) payable thirty 
years hence. (Discount at 
314% compounded _ semi- 
annually.) $ 38.01 


$102.852 


The three items above summarize the 
present values of all incomes that would 
be received from the alternative invest- 
ment program. The computation 1s 
significant because it shows that (as- 
suming a thirty-year investment pro- 
gram) a greater total value would be 
secured in the incomes resulting from 
the purchase of five-year government 
notes yielding around 114%, provided 
that a 4% yield can be expected when 
these mature (or, of course, at any 


an annuity of $4.00 per year for twenty-five years 
beginning at once. This will be the value those incomes 
will have five years hence. Second, discount this value 
for five years at 344% compounded semiannually t 


secure present value. 
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What ‘Do Bond Yield Differentials Forecast? 


r time) than would result from the 
hase of a thirty-year 314% bond. 
Stated non-technically, this means 
it would require an investment of 
$102.85 at 314% compound interest to 

ide for payments of $1.50 a year 
five years, $4.00 for each of the 
twenty-five years, and $100 at the 
f the thirty-year period. If these 
‘incomes can be bought for $100 
taking a 114% yield for five years 
vovernment notes, followed by a 4% 
thereafter, then the returns for 
thirty years will exceed 314%. 


Significance as a Forecaster of Bond 
Yields Is Uncertain 
Of course, the higher realization de- 
ls on the reinvestment at 4% five 
rs hence. The computation does not 
| us whether the market which prices 
(14% five-year notes at par is under- 
aluing these notes, or whether it is 
ervaluing the thirty-year 314’s which 
is also pricing at par. Or whether, 
finally, the market is merely reflecting 
composite judgment that high-grade 
| yields will not reach 4% within a 
period of five years.4 
he above comparison does not 
immarize all of the factors that must 
nsidered in making a choice be- 
tween buying a bond yielding 314% 
r thirty years and one yielding 114% 
r five years. For some investors, it 
y be necessary to obtain a given 
irrent income each year, On the other 
nd, the added liquidity and freedom 
m price fluctuations offered by a 
iort maturity may be so important to 
hers that regardless of whether or 
the reinvestment after five years 
night be expected to yield 4%, the 


computation might have been expressed in an- 
r way, by saying that the present yield of 314% on 
year bonds at a time when five-year notes are 
no Ll, o7 
zg 14y 


or better, indicates that a yield no 
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short-term note is still the wisest 
purchase. Nevertheless, the comparison 
gives food for thought, and it gives 
pause to the long-term investor who 
has been turning away from the short- 
term securities yielding 114% to 214%. 

In connection with the wisdom of 
using the arbitrarily selected figure of 
4% as a rough normal for long-term 
bond yields, it should be pointed out 
that it would not be unprecedented for 
highest-grade bond yields to remain 
below that level for a considerable 
number of years. An index of yields on 
railroad bonds computed by the Na- 
tional Bureau of Economic Research 
remained below 4% from the 18g0’s 
through 1912, with the exception of one 
month in 1907.° On the other hand, the 
index remained above 4% (except for a 
brief time at the end of 1916) through- 
out the entire period from 1913 until 
1934. It has subsequently fallen sharply 
below the 4% level. 

There is little in the picture that 
would serve as a basis for projecting 
any statistical trend of bond yields into 
the future, even though any straight 
line fitted over the entire period would 
have an upward slope and a present 
level somewhere between 4% and 5%. 
Fortunately, the present discussion 
does not rely upon the establishment 
of this kind of normal. The 4% yield, 
used here for purposes of comparison, 
was selected merely as a level above 
which bond yields might be expected to 
rise in a period of firm or stringent 
credit. The expectation of an advance 
above this figure finds some support in 
the relatively wide fluctuations in bond 
yields for the postwar as compared with 
the pre-war period. 


greater than 3.8% is expected when the notes mature 
five years hence and the funds have to be reinvested. 
5 See chart in Federal Reserve Bulletin, April, 1937, p. 
285. 
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Present Values of Other Investment 
Programs 
‘The present value method has been 
used to calculate the relative present 
values of several other investment 
programs, assuming the purchase, at 


assumption in Table I) rather than take 
314% for thirty years. 

Taking the second assumption, it js 
possible to secure in the open marke: 
2% and 214% yields in seven-yea; 
maturities, even though a yield of 134¢7 
(if followed in seven years by a 4% 


TABLE I 
Present Discountep Vatues or Various Investments DiscounTED AT THE RaTE oF 344%, Compounpep 
SEMIANNUALLY 
1. Assuming the possibility of reinvestment in five years at 4%, $100.00 invested to return 


$2.00for Ss yrs. $4.00 for 25 yrs. $105 .143 
1.50 for 5 yrs. oo for 25 yrs. |. 102.852 |. 
48 sae > 7 >is worth as much as >” p invested at 314% for 30 yrs. 
1.00for 5 yrs. 4.00 for 25 yrs. | 100. 562 
sofor syrs. 4.00 for 25 yrs. 98.272 


Assuming the f 
$2.25 for 7 yrs. $4.00 for 23 yrs. | 
2.00 for 7 yrs. 4.00 for 23 yrs. | 
1.75 for 7 yrs. 4.00 for 23 yrs. 
1.50for 7 yrs. 4.00 for 23 yrs. 
Assuming the 
$2.75 for 1o yrs. $4.00 for 20 yrs. 
2.50 for1oyrs. 4.00 for 20 yrs. 
2.25 for1oyrs. 4.00 for 20 yrs. | 
2.00 for1o yrs. 4.00 for 20 yrs. 


tw 


4 


Mae 


2.50for1s yrs. 4.00 for 15 yrs. 

around present yields, of short-term 
maturities, with reinvestment at a 4% 
yield when these maturities are reached. 
The calculation could, of course, be 
made on some other basis if desired. 

Without presenting in detail the 
various steps in the calculations, Table 
I gives the present discounted values of 
all the incomes arising from the invest- 
ment of $100 according to each of the 
respective formulae, covering thirty 
years. In each case the incomes have 
been discounted at 314%, compounded 
semiannually, since a comparison is 
sought with a figure approximating the 
present long-time (thirty years) rate 
of return on bonds. 

At recent prices it has been possible 
to buy at $100 a five-year U. S. Treas- 
ury Note yielding 114%, even though 
it would be worth while accepting as 
little as 1% (according to the first 


is worth as much as 


| is worth as much as 


ossibility of reinvestment in seven years at 4%, $100.00 invested to return 


possibility of reinvestment in ten years at 4%, $100.co invested to return 





Assuming the possibility of reinvestment in fifteen years at 4%, $100.00 invested to return 


$3.00 for 1s yrs. $4.00 for 15 yrs. ). 
? I? 4 a? f is worth as much as 


“roby | 

108.872 |. 

ag | invested at 314% for 30 yrs. 
98.764 | 

$103 .705 
a invested at 314% for 30 yrs. 
97 - 345 

$102. 506 } . ; pieis 
96.607 invested at 3/470 for 30 yrs. 


yield) would be better than a thirty- 
year 314% bond. 

According to the third computation, 
ten-year maturities are likewise under- 
valued in current markets, since $100 
can be invested to yield 234%. 

The results presented in the fourth 
section give a direct answer to the 
question of the relative attractiveness 
of low-yield short-term securities com- 
pared with the thirty-year 314’s, as- 
suming that sometime in the next 
fifteen years yields will reach a 4% 
level. 

Any investor who is considering 
whether he should purchase short- 
term securities and sacrifice current 
incomes in the expectation of better 
yields in the future will find such cal- 
culations as given in Table I helpful. 
On the basis of current yields for ma- 
turities up to fifteen years, the calcu- 
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ns above would seem to indicate 
t 4% yields are not expected within 
t entire period.® 





on 


For the investor who is interested 
nly in maximum long-time returns on 
sh-grade investments, the discussion 

ve suggests two possible conclusions: 


rst, if the assumption of a 4% yield 

in any time up to fifteen years is rea- 

nable, then short-term issues are currently 

| on a considerably more attractive 

; than are the thirty-year maturities. 

It is possible to find many combinations of 

rt-term issues which (if we could assume 

investment at 4%) have a yield that 

| show a present value in excess of 

$100, that is, in excess of the present value 
f thirty-year 314’s. 


fteen-year tax-exempt governments were com- 
the 314% thirty-year yields, the results 
licate a 4% yield between ten and fifteen 

t government bonds with their tax exemp- 
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Second, if the current yield differentials 
between the short- and the long-term issues 
do provide an indication of the expected fu- 
ture course of long-term interest rates, then 
the level may be expected to remain below 
4% for fifteen or more years. 


While the pre-war period affords 
some historical precedent for the sec- 
ond conclusion, the parallelism between 
that period and the present is clearly 
open to question, particularly as a re- 
sult of the vastly different monetary 
situation that now exists. It will not be 
an easy matter for seasoned bond buy- 
ers to reconcile the possibility of less 
than 4% yields over the next fifteen 
years with the predictions of many 
eminent economists that we are certain 
to have an inflation in prices and, there- 
fore, much higher interest rates in the 
near future. 
tion are hardly a fair comparison even with the top- 
notch utilities (which are yielding less than 3.10% on 
thirty-year maturities as this is written). 








THE SUPERMARKET 
BY CHARLES F. PHILLIPS 


HE Census of Business tells us 

that in 1935 there were 532,010 

stores in the United States 
which could be classed as food stores. 
These stores had total sales for that 
year of $8,362,425,000, or an average 
of $15,719 each.! This figure of $15,719 
is ample evidence of the fact that the 
business of distributing food, from 
the point of view of the size of each 
store, is on a decidedly small-scale 
basis. 

Yet the last few years have seen the 
rise to some importance of a type of 
store, the supermarket, which has sales 
far in excess of those of the average 
food store. In fact, it is not unusual to 
find supermarkets having weekly sales 
in excess of the yearly average of food 
store sales. Although this comparison 
is not quite fair, since many super- 
markets have a significant part of their 
sales in non-food items, it does empha- 
size the fact that the development of 
the giant type of food store—while not 
exactly a new development, since we 
have had some large food stores for 
many years—represents a revolution in 
the customary way of retailing food. 
It represents the broad application of 
mass selling technique within the 
store; i.e., instead of applying this 
technique to a large number of rela- 
tively small stores in widely scattered 
locations (the orthodox grocery chain 
store idea), the supermarket seeks to 
apply it to each separate store. At the 
same time, in so far as supermarkets are 
operated by firms having more than 
one store, an effort is being made to 


1 Census of Business: 1935, Volume I, pp. 1-18. 
2 This type of store should not be confused with the 
public markets in which farmers are the main sellers. 
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retain whatever additional advantages 
may result from horizontal combination. 

It is the purpose of this article to 
study the development of the super- 
market. In the following five sections 
we shall attempt to classify and 
describe the various types of super- 
markets, to present some evidence as 
to their growth, to discover who js 
sponsoring these markets, to note what 
appeals they are using to attract busi- 
ness, and to indicate their present 
trend toward “trading up.” 


Types of Supermarkets 


It may be well to begin this dis- 
cussion of the types of supermarkets by 
asking the question: What is a super- 
market? In a general way it may be 
said that the supermarket is a large 
departmentized store in which the 
departmentized food sections are the 
only, or at least among the most impor- 
tant, sections operated. The impor- 
tance of the non-food departments 
varies widely from one supermarket to 
another. Although the differences among 
types are not quite so great as we shall 
here draw them for sake of clearness, 
it may be said that there are at least 
three important types of supermarkets: 
the public market, full-concession type; 
the mixed owner- and _ concession- 
operated type; and the complete owner- 
operated or non-concession type. Let us 
examine each of these types. 

The public market, full-concession 
type of supermarket is not a develop- 
ment of the last few years.? Moreover, 
there is no definite indication that this 
type of market is experiencing any 
significant growth. Under such an 
organization a large number of mer- 
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nts (in practice, most of these 
merchants are independent although 
some chains locate units in these mar- 
lease space in a large building. 
In contrast to the majority of super- 
markets, these public markets are 
ypically in downtown locations. While 
early sales for the individual mer- 
chants may be relatively small, taken 
as a group sales are large, often running 
excess of $2,000,000 a year. The 
wner of the building does not operate 
iny department, but does provide a 
mber of services such as refrigera- 
n, inspection of goods, arranging for 
nt newspaper advertising and special 
motions, and free parking space for 
trons. Typically, each merchant in 
» market maintains his own identity, 
| is allowed to display his company 
me in his section of the market and 
in his section of all joint advertise- 
ments. While price appeal is important 
such markets, special promotions 
ire of even greater significance in 
tracting trade. The following brief 
description of the Crystal Palace Pub- 
\larket of San Francisco may serve 
make clear the operations of this 
type of supermarket.? 
lhe Crystal Palace Public Market 
been in existence since 1922. 
Located not many blocks from San 
rancisco’s largest department store, 
the Emporium (both the Emporium 
and the Market are owned by the same 
incial interests), it has a floor space 
68,000 square feet divided among 
[110 separate merchants, who serve 
me 150,000 customers each week. 
While the management of the building 
narket is more fully described in Super Market 
dtsing, January, 1937, p. 3. Other good exam- 
atforded by the Broadway Market of Seattle, 
ngton, with 20 concessions operating in a market 
square feet of selling space, and the Home 


c Market of Denver, Colorado, with 60 con- 
ns. This latter market serves as an example of a 
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operates no departments, it does exer- 
cise a considerable degree of control 
over the tenants. For example, the 
management can secure the dismissal 
of any tenant’s employees who are 
deemed unsatisfactory. The kind and 
quality of the merchandise sold in the 
market is controlled. In fact, the 
management maintains an inspector to 
check all incoming merchandise to see 
that it conforms to certain standards. 
The concessions are leased on a mini- 
mum rental basis plus a percentage of 
the gross sales in each concession. 
Advertising expenses, which are con- 
siderable, are divided on a fifty-fifty 
basis between tenant and management. 
All newspaper advertising appears in 
one large advertisement, although the 
name of each tenant appears in the par- 
ticular section where his merchandise 
is advertised. Promotions, rather than 
price, are used to attract customers; 
such things as Saturday night drawings 
for cars and money are quite a common 
occurrence. While about 87% of the 
total sales in the market are in food 
lines, a number of non-food conces- 
sions are operated. Among these are the 
following: barber shop, beauty shop, 
drug store, hat cleaner, jewelry store, 
and tobacco shop. Because the market 
is in a congested part of the city, park- 
ing facilities are important. ‘These are 
furnished by the management and are 
free to all customers. 

The mixed owner- and concession- 
operated type of supermarket is the 
type usually referred to as the super- 
market, and it is this type which had 
such a spectacular development during 
public market with a chain store operating one of its 
concessions, Safeway Stores having a unit in this 
building. 

4 For example, there are 12 fruit and vegetable con- 
cessions, 3 grocery, 9 meat, 5 fish, 12 lunch counter, 


6 butter and egg, and 9 delicatessen, as well as liquor, 
candy, bakery, and ice cream concessions. 
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the last depression. The owner usually 
operates the grocery department and 
perhaps some related food depart- 
ments, and leases the rest of his build- 
ing. While the food departments in this 
type of operation are important, since 
they do over 50% of the total volume 
of business, they are not so significant 
as in the public market type or in the 
third type to be discussed below. This 
mixed type typically carries a broad 
list of merchandise from many fields. 
Radio and electric refrigerator, paint 
and wallpaper, shoe, five-and-ten-cent 
goods, men’s furnishings, women’s ap- 
parel, rug and linoleum, and auto 
accessory, are fairly common depart- 
ments. The grocery department oper- 
ated by the management is used as a 
means of attracting trade; i.e., prices 
are set low and are advertised exten- 
sively. The return to the management 
is secured to a considerable degree 
from rentals rather than from profits 
on the grocery section. As a rule, this 
type of market is in a suburban loca- 
tion where rent is low and adequate 
facilities may be had at a low cost. 
Remodeled factories are favorite build- 
ings, since they usually provide a 
second (or more) floor which may be 
used as a warehouse. Fixtures and 
equipment are cheap. Merchandise is 
displayed on low tables or platforms 
instead of shelves. Sometimes the 
platforms are on wheels, so that they 
may be run off the selling floor and 
restocked. Self service is the rule, 
especially in the grocery departments. 
5 This figure is reported for the Big Bear Market of 
Somerville, Massachusetts. Super Market Merchan- 
dising, January, 1937, p. 4. 

6 There is a chain of eight or more Big Bear Markets 
operating in and near New Jersey and a smaller 
chain in Greater Boston. The King Arthur Markets 
have eight supermarkets in New Jersey. King Kullen 
operates 15 or more markets on Long Island and 
vicinity. 

” For example, it is reported that in its first year of 
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Total sales in such markets are large, 
many of them having sales in excess 
of $1,000,000 a year and some running 
as high as $2,500,000.° To attain such 
sales, locations are selected where a 
large population may be attracted. 
This type of operation is typified by the 
Big Bear Markets, the King Arthur 
Markets, and the King Kullen Mar- 
kets.° The Big Bear Market of Somer- 
ville, Massachusetts, is typical. 

Late in 1932, there opened in Eliza- 
beth, New Jersey, in an abandoned 
factory of the Durant Motor Company, 
a supermarket which was to become the 
prototype of a large number of such 
markets. So successful was this mar- 
ket’ that it attracted wide attention 
both from its competitors and from 
those who were interested in dupli- 
cating its success elsewhere. While the 
first group, i.e., competitors, held 
meetings and put pressure on whole- 
salers and manufacturers to get them 
to refuse to sell merchandise to the Big 
Bear,’ members of the second group 
spent considerable time in Elizabeth 
investigating its methods. Out of one 
such investigation was born the big 
Bear Market of Somerville, Massa- 
chusetts. Opened in May, 1933, with 
selling space on the first floor of a large 
abandoned five-story factory building 
having 32,000 square feet of space on 
each floor, this market now has 22 de- 
partments on the ground floor and 
two on the second. Other floors are 
partially used for offices and ware- 
housing. The grocery department, oper- 


operation sales were $2,188,403 and that the promoters 
made a net profit of $166,507 on an investment of 
$10,000. Cf. M. M. Zimmerman and F. R. Grant, 
“Warning: Here Comes the Super-Market!”, Nation's 
Business, March, 1937. p. 21. 

® They also forced the newspapers to refuse Big Bear 
advertisements so that the market had to resort to 
handbills. This also happened when the Somerville 
Big Bear was opened. 
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The Supermarket 


ated by the management, is the largest 
lepartment; its equipment is limited 
nd there is no clerk service. The 
shopper selects her own _ groceries, 
which she carries in a basket provided 
by the market to the checker, who 
laces the purchases in a bag and 

llects for them. This department is 
ed as a “drawing card” and quotes 
very low prices on well-known brands.® 
\l|_ departments except grocery are 
eased out. These are divided into food 
nd non-food as follows: 


\ 


Food Departments 
bakery 

chop-suey 
confectionery 
cracker and cookie 
dairy product 
delicatessen 

fruit and vegetable 
liquor 

lunch and soda 
meat 

Non-Food Departments 
auto accessory 
barber shop 

beauty shop 

cut flower 

dry cleaner 
linoleum and rug 
men’s furnishings 
patent medicine 
radio and refrigerator 
shoe 

shoe repairing 
tobacco 

wallpaper and paint 


In 1926 the promotors of this market 
second in Cambridge, 
\Massachusetts. 


Opened a 


June 20, 1933, the writer checked prices on 34 
wn branded items in the Big Bear and in a 
tore. The total of the chain store prices was 
n excess of that of the Big Bear. On November 
37, these same items were rechecked by Profes- 
F. Teele of the Harvard Business School, and 


liference was 7.6%. 


rS 
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The third type of supermarket, the 
non-concession type, is typically just a 
departmentized food store. As a rule 
its yearly sales are less than those of 
the two types just discussed, and its 
selling area is correspondingly smaller. 
Some of them are simply converted 
combination grocery and meat stores, 
in buildings to which an addition has 
been made or in which the former space 
used for storage has been turned into 
selling space. In fact, this type of store 
so resembles some of the large com- 
bination stores that no clear line of 
demarcation can be drawn unless one 
sets a certain limit in regard to sales. 
Even this procedure is unsatisfactory, 
since it may mean that a particularly 
successful large combination — store 
might be classed as a supermarket, 
whereas a store of the same floor space, 
but not as successful in attracting 
business, might fall outside the classi- 
fication. It is just this difficulty in 
defining a supermarket that leads to 
such widely different statements as to 
the number of such markets in this 
country.” 

In a general way it may be said that 
the non-concession type of supermarket 
is better equipped and better located 
(from the point of view of being nearer 
the consumer) than are the other two 
types. To a large degree these markets 
are self service and operate on a cash- 
and-carry basis. Because such stores 
have no concessions and must depend 
upon food sales for their profits, they 
do not cut grocery prices to the degree 
that the second type of supermarket 
does. Yet their lower operating cost 


10 For example, the Progressive Grocer estimates that 
on January 1, 1937, there were 700 stores of this kind, 
See “Facts in Food and Grocery Distribution,” pub- 
lished by the Progressive Grocer, New York City, p. 17. 
Mr. Zimmerman, editor of Super Market Merchan- 
dising, sets the figure at 1,232 as of November, 1936; 
see the following section of this article. 
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does enable them to undersell the 
more usual size chain and independent 
grocery store. Special promotions are 
not so important as they are for the 
other types of supermarket. While 
the majority of them provide parking 
facilities for customers, many of the 
former chain store combination stores 
which have been converted to this type 
are in locations in which providing this 
service has been difficult and expensive. 
In some cases in which a parking lot 
has not been available for purchase, 
arrangements have been made with 
the operator of a nearby garage or 
parking field to park the cars of 
customers. This type of store is well 
illustrated by the supermarkets which 
have been opened by such old-line 
grocery chains as Safeway, American 
Stores, A & P, and Economy Stores. 
It is also illustrated by the stores of 
many small chains. In this latter group 
is Bellman’s of Toledo, operating five 
large food supermarkets with total 
sales of about $2,000,000 a year, and 
the Union Premier Food Stores, oper- 
ating on January I, 1937, 15 large 
supermarkets in Pennsylvania, New 
Jersey, and Maryland, with yearly 
sales of slightly under $9,000,000 in 
1936. Finally, a large number of these 
markets are operated by independent 
merchants. 


Growth of the Supermarket 


Unfortunately, accurate and com- 
plete data concerning the rate of 
growth and the number of super- 
markets are not available. The Census 
of Business (1935) shows 1,775 combi- 
nation grocery and meat stores having 
sales of $100,000 or over,'! but we have 
already pointed out the difficulty of 


1 Volume I, pp. 2-16. 
12 See footnote Io. 


using sales as a sole criterion jy 
defining a supermarket.'? While the 
following data are very fragmentary. 
they do give some indication of the 
extent of supermarket development, 

Many large cities have long had 
few large downtown food markets 
which conveniently fall under the 
supermarket classification. Donahoe’ 
in Pittsburgh and the downtown mar- 
ket of Henke & Pillot in Houston. 
Texas, are well-known examples. The 
latter has been in business since 1872, 
Although it was begun as a small 
grocery store, by gradual expansion 
other departments were added so that 
for years it has been a supermarket. It 
is credited by some with being the 
first supermarket.'* Likewise, the pub- 
lic market type of supermarket is by 
no means a new development, the 
Crystal Palace Public Market of San 
Francisco having been in operation 
since 1922 and the Home Public Mar- 
ket of Denver since 1920. Furthermore, 
the old-line grocery chains took a step 
toward entrance into the supermarket 
field as early as 1925, when they began 
to open the large combination type 
of food store. Yet it is a fair statement 
that the supermarket development did 
not get under way in any significant 
degree until about ten years ago, and 
that its period of most rapid growth 
did not come until the upturn in 
business beginning in the second halt 
of 1932. 

The development of large markets on 
a considerable scale seems to have 
taken place first in Southern California, 
especially around Los Angeles. While 
the following figures are only estimates, 
they do give an indication of the rate 
of growth in that city: 


13 Super Market Merchandising, February, 1937, P: 3- 
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wru oF Los ANGELES SUPERMARKETS! 


Number Sales 

25 $ 3,309,000 

193 39 5,982,000 
+1 si 7,826,000 

2 79 13,739,000 
133 103 16,614,000 
4 139 23,416,000 

; 193 35,908,000 


These supermarkets were of the second 
and third types discussed above, the 
creat majority being of the third type. 
\foreover, most of them were mainly 

d stores with little attempt to bring 

1on-food items. The partial con- 

ion type has seen its greatest 

elopment in the East where it was 
ponsored by Michael Cullen. 

\lichael Cullen, long an employee of 
the Great Atlantic & Pacific Tea Com- 
pany and later of the Mutual Grocery 
Stores of Newark, began experimenting 
ik the supermarket idea in 1928. 
His first stores were unsuccessful. In 
1930, however, he opened a giant food 
store in Jamaica, Long Island, under 
the name of King Kullen the Price 


Lo Fs . 
\\ rec ker. 





This store used empty boxes and cases al- 
st entirely for its fixtures, and boasted of 

ts low cost of equipment and its self service 
reasons for low retail prices. His second 
super-market—featuring the “price-wreck- 
ing’ angle even more strongly—was a 
large garage building. Here he began the 
tice of leasing departments, a practice 
vhich was rapidly developed in later 
going beyond meats, bakery, 
ly, and other food departments to shoe- 
pair sections, tailoring activities, and so 


TY Tr > 
Nal ets, 


By 1932 Mr. Cullen was operating 
eight stores which were reported to 
gross sales of over $8,000,000 a 
year. By renting part of his buildings 


make 


* Progressive Grocer, January, 1937. 
Chain Store Age, Grocery Edition, June, 1936, p. 63. 
r. Cullen followed the practice of making cash 
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to non-food merchants so that he need 
make no charge for rent against his 
grocery department, by the use of 
cheap fixtures, by adopting self service, 
and by buying in quantities and paying 
cash," his grocery departments were 
able to offer prices considerably below 
those of competing stores. When Mr. 
Cullen died in April, 1936, he had 
15 supermarkets in his growing chain 
and plans for many more. Since his 
death the company has gone on with 
his expansion plans, but at a slower 
pace. 

Following the lead of Mr. Cullen, 
other supermarkets of a similar type 
began to appear along the Atlantic 
Seaboard and in the Middle Atlantic 
and East North Central states. Late in 
1932 the Big Bear, now a chain of 
eight or more units, opened its first unit 
in Elizabeth, New Jersey. Early in 1933 
the Big Chief Market of Providence 
was opened, followed by the Somerville, 
Massachusetts, Big Bear in May, 1933. 
Syracuse, New York, got its first super- 
market late in 1932, even as the Eliza- 
beth Big Bear was being opened. In 
1933 the Great Bull Market came into 
existence in Kingston, New York, the 
founders of this market also having 
been inspired by a visit to the original 
Big Bear. In the same year, the man- 
agement of the Union Premier Food 
Stores of Philadelphia, after a survey of 
the supermarket development both in 
California and in the East, began to re- 
place its smaller stores with the giant 
super type. The year 1933 appar- 
ently was an important one from 
the point of view of the openings of 
new supermarkets. 

Mr. M. M. Zimmerman, after a care- 
ful survey, has estimated the develop- 
payments each Friday night for all the goods bought 
during the week. Business Week, February 8, 1933, 


p. II, 
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ment of supermarkets since January, 
1935, as follows: 


Number of 

Date Supermarkets 
January, 1935 400 
January, 1936 800 
November, 1936 1,232 


On the basis of this survey he estimates 
that by January, 1938, there will be 
between 2,500 and 3,000 supermarkets 
in this country.” Apparently this 
development has spread into all sec- 
tions except in certain parts of the 
South and the Middle West. California 
had more supermarkets than any other 
single state (329 as of November, 
1936). New York had 207, Michigan 
194, New Jersey 109, Massachusetts 
51, Connecticut 51, and Illinois 48. In 
other states the number ranged from 
2 to 40. 


Effects of Supermarket Development 
The earliest supermarkets were oper- 
ated mainly on an independent basis. 
The management of each public mar- 
ket, for example, was separate from 
the management of any other. Like- 
wise, the establishment of the first Los 
‘Angeles supermarkets was an attempt 
by independent merchants to meet the 
competition of chain stores.’ Many 
of these independents, however, made 
arrangements with certain wholesalers 
to be serviced at prices below those 
given to smaller stores. Some of them 
soon developed to a size which enabled 
them to go direct to the manufacturer 
for a considerable portion of their 
merchandise." 
7 Super Market Merchandising, February, 1937, pp. 6, 
20. In this study Mr. Zimmerman did not include the 
large supermarkets of the old-line grocery chains. 
18 Mr. Zimmerman claims that these independent 
supermarkets reduced the percentage of food business 


done by the grocery chains in Los Angeles from 42% 


to 25% by 1935. Super Market Merchandising, 


As supermarkets on an independen; 
basis continued to develop and to go 
more and more direct to the manufac. 
turer, certain grocery wholesalers began 
to see not only that they had lost oy; 
to the food chains, but that they were 
losing their business with the inde. 
pendents. Some of these wholesalers 
tried to counteract this second trend. 
as we have just seen, by making 
arrangements with the large inde- 
pendent supermarkets to service them, 
An increasing number, however, have 
decided to get into retailing by opening 
their own supermarkets, and this step 
has been one of the most interesting in 
supermarket development up to the 
present time. The original Big Bear 
of Elizabeth, New Jersey, was spon- 
sored by the American Grocery Com- 
pany, wholesale grocers. This company, 
in an attempt to check chain store 
competition, had already developed a 
voluntary chain of some 600 inde- 
pendent members. With its entrance 
into the supermarket field it gradually 
gave up its voluntary chain and finally 
all of its wholesaling. In Greater Boston 
two wholesalers have begun their own 
supermarkets. In eastern New York 
the Grosberg-Galub Company, whole- 
sale grocers of Schenectady, has 
gradually opened a chain of eight 
supermarkets. 

While the supermarkets originally 
begun by independent retailers and 
wholesalers were on a one-store basis, 
there has been a decided tendency for 
such independent operation to grow 
into chain store operation. Some of 
these developments we have already 
February, 1937, p. 6. 

1 An editorial in the March, 1937, issue of Voluntary 
and Cooperative Groups Magazine claims that 62% 

all supermarkets are members of voluntary chains. 
While the writer has no statistical evidence on this 


point, observation would lead one to conclude that 
this figure is far too high. 
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mentioned: King Kullen with 1 store 
‘1 1930 and 15 or more today, Big Bear 
with 1 store in 1932 and 8 at the present 
time, and Bellman’s of Toledo with 
1 store in 1929 and § now. But this 
same trend is evident in all sections of 
the country in the development of a 
laree number of companies which we 
have not had occasion to mention. 
Out of Detroit, Packer’s Outlet oper- 
ates 15 large units and has plans for as 
supermarket chains are in existence. 
On Long Island, along with the King 
Kullen chain, the Big Ben supermar- 
kets are developing with 8 units. In 
Pennsylvania the Union Premier Food 
Stores (15 units) and the Streamline 
\larkets (6 units) may soon find them- 
selves in competition, while on the 
West Coast the small chains of super- 
markets are too numerous to mention. 
It is true that most of these chains are 
small when measured by’ number of 
ores, but some of them are not small 
when measured by sales. Old-line 
grocery chains of 300 units would 
consider yearly sales of $9,000,000 very 
satisfactory. Yet in 1936, with 10 super- 
market units on January first and 4 
added during the year, the Union 
Premier Food Stores had sales approxi- 
mating this figure.” 

The attitude of the old-line grocery 
chains toward the supermarket has 
gone through a significant evolution. 
As these markets began to spring up 
during the past depression, chain store 
executives at first considered that they 
would pass with the depression. Is it 
not true that groceries are convenience 
goods and for such goods customers 


ct 


< 


wish to have a source of supply near to 
them? Answering this question in the 
aliirmative, chain store executives con- 


2 oe . 
A small part of this volume was done by the com- 
Pany's lew remaining small type stores. Prospectus, 





tinued their development of the smaller 
type of combination store, placing such 
stores near to the consumer. They felt 
that as prosperity returnei people 
would refuse to go out of their way to 
obtain the lower prices offered by the 
giant market. In order to meet such 
competition, prices in stores in areas 
where supermarkets existed were “‘tem- 
porarily”’ reduced. By 1934, however, 
some chain executives had changed 
their minds. As supermarkets con- 
tinued to develop and to cut into their 
business, they took this growth more 
seriously. The events in Pittsburgh 
are quite typical. In June, 1935, a local 
wholesale company began to open su- 
permarkets under the name of Stream- 
line Markets. Soon the Great Atlantic 
& Pacific Tea Company began to feel 
the effects of having lower prices 
offered by a competitor; the develop- 
ment of its own supermarkets was 
the logical answer. By the middle of 
1937 this company had seven in Pitts- 
burgh, some of them with gross receipts 
of $500,000 a year, and about the 
same number in surrounding areas. 
It is interesting to note that the 
Streamline Markets have also been 
able to continue their expansion and 
now operate seven units.*! Likewise, in 
other areas the A & P has established 
supermarkets. In Chicago the com- 
pany’s first real supermarket will soon 
open while “master” (super) markets 
have been operated for some time in 
Asbury Park, Nashville, Los Angeles, 
and other cities. 

Many old-line chains other than the 
A & P are also opening the newer type 
of supermarket, most of these being 
of the third type discussed in the first 
section of this article. The Bohack 
Company of New York has remodeled 





April 15, 1937, p- 3. 
21 Business Week, July 3, 1937, pp. 26-28. 





196 


one of its garages as a location for a 
supermarket with a selling area of 
40,000 square feet. Economy Grocery 
Stores Corporation of New England 
is opening supermarkets under a num- 
ber of different names. American Stores 
has 17 in New Jersey alone under the 
name of Acme Self-Service Markets. 
Safeway Stores in the West was one of 
the first chains to adopt the larger 
type store. National Tea in the Middle 
West has a number of the super type 
stores, as has Elba’s operating in the 
Northwest. Influenced by chain store 
taxation having the rate of the tax 
based on the number of stores, and by 
supermarket competition, the old-line 
chains are rapidly entering the super- 
market field. At least one large grocery 
chain is now contemplating turning a 
large part of its efforts toward this type 
of operation, and the recently passed 
chain store tax in Pennsylvania will 
hasten this development on the part of 
the American Stores and the A & P. 
Some of the old-line chains which 
have entered the supermarket field 
with units in areas where their smaller 
type stores are also in operation have 
adopted the policy of placing their 
supermarkets under a distinctive name. 
Thus the Economy Grocery Stores 
have a Stop & Shop supermarket and 
an R. H. White Food Mart, while the 
American Stores have opened super- 
markets as Acme Self-Service Markets. 
There is a logical reason for this 
attempt to distinguish between the 
two types of operation, i.e., the large 
and the small store. As a result of the 
economies of large stores and the huge 
volume of business per store, such units 
can afford to undersell the smaller 
units. It is not only confusing to the 


22 Yet the A & P operates its large stores under its 
usual sign and advertises different prices for large and 
small stores in the same city. 
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customer but also creates ill will t 
have stores in a particular area oper. 
ating under the same name and yer 
quoting different prices and offering 
varying amounts of “free” services 
To avoid this difficulty, the fiction of 
different companies is useful.” 

In the first section of this article we 
stated that most of the supermarkets 
opened by the old-line chains were of 
the third type, i.e., the non-concessiop 
type. In a recently opened A & P 
supermarket at Canton, Ohio, at least 
an experiment is being made with 
the mixed owner- and concession- 
operated type, for a beauty parlor, a 
bakery, a shoe repair shop, and a florist 
shop are operated as concessions. 


Operating Policies 


In its growth up to the present time 
the supermarket has presented two 
dominant appeals in an attempt to 
attract customers: price appeal and 
promotions. Generally speaking, the 
low price appeal has been used by the 
supermarkets of all three types, while 
the use of promotions has been con- 
fined largely to types one and two. 

The use of a low price appeal, of 
course, is nothing new. The chains 
have used it as an important element 
in their growth and have capitalized on 
the idea that they “would not be 
undersold.” In fact, the development 
of the supermarket put many old-line 
chains in the position (new to them) 
of actually having competitors under- 
selling them on broad groups of items 
and, what is more important, still 
making money. The extent of this 
underselling of competitors in various 
sections of the country is not knows, 
but the writer found the _ grocery 
prices quoted by a suburban Boston 
supermarket of the mixed concession 
type to be substantially below those 
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juoted by a chain store unit.?* Obser- 
vation in a large number of other super- 
markets of types two and three also 
sybstantiates the belief that lower 
prices in such stores are common. The 
fact that the old-line grocery chains 
have been forced to open their own 
supermarkets and quote lower prices 
‘n these units than they quote for their 


Ail 


regular units is further evidence on this 
point. 

It will be observed that the above 
paragraph concerning the lower prices 
offered by supermarkets relates only to 
their food departments, and especially 
to their grocery departments. As to 
prices of non-food items, while observa- 
tion might lead one to believe that 
supermarket prices are lower, the fact 
that one may be comparing merchan- 
dise of different qualities makes such 
observation quite worthless. The ex- 
pense of comparing the qualities of 
nonstandardized items is a deterrent to 
accurate price studies. 

The low prices of the grocery depart- 
ments of supermarkets are made known 
to the public by the extensive adver- 
tising of prices on well-known nation- 
ally advertised brands. The supermar- 
kets, at least the majority of them, 
have made it a practice to carry large 
stocks of goods of this kind. Such an 
organization as King Kullen, to use a 
single example, constantly emphasizes 
in its advertising that the customer 
need have no hesitancy about buying 
in its “ price-wrecking”’ stores since the 
merchandise sold carries the same 
brand name as that sold by higher 


n 
( 


*3 See footnote 9, supra. 

* Super Market Merchandising, March, 1937, p. 6. 
A study of 82 grocery chains showed that these chains 
spent 0.75% of sales for advertising in 1929, 1.02% in 
1932, and 1.07% in 1934. Harvard Business School, 
Bureau of Business Research, Bulletin No. 84, Ex- 
penses and Profits in the Chain Grocery Business in 
1929, by Malcolm P. McNair; Bulletin No. 94, Chain 
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priced stores. Where the newspapers 
will carry the advertisements of the 
supermarkets, full page features are 
common. In the case of the mixed 
owner- and concession-operated super- 
markets, such advertisements are taken 
up to a considerable degree with pic- 
tures of big bears or big bulls striking 
at large balloons carrying the caption 
“inflated prices” plus the prices (in 
extra large type) of certain “leaders.” 
The Big Chief Market of Providence is 
reported as spending 1.9% of sales for 
newspaper advertising.** Where the 
papers refuse such advertising, the 
supermarkets have relied on large 
weekly handbills. Those of the non- 
concession type tone down their price 
advertising to some extent and stress 
quality somewhat more. 

There is no doubt but that many 
supermarkets have been large users of 
loss leaders in the sense that many 
items have been sold at prices only 
slightly above their actual cost to the 
market operator. This practice, of 
course, gives the supermarket the 
appearance of being a low-price insti- 
tution.*® At the same time it is evident 
that much of the cry against this type 
of operation for the use of loss leaders 
is not valid because many supermarkets 
are in a position to quote prices below 
those of their competitors, primarily 
because of their low cost of operation, 
but also in some degree because of their 
buying practices. 

In 1935 grocery stores in the United 
States reported an operating expense 
equal to 12.8% of sales, while combina- 
Store Expenses and Profits—An Interim Report of 1932, 
by Malcolm P. McNair; and Bulletin No. 99, Ex- 


penses and Profits of Food Chains in 1934, by Carl N. 
Schmalz. 

25 Such tactics are especially prevalent in the food 
departments of the second type of supermarkets where 
the food departments are often used to attract trade 
for the concession departments. 
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tion grocery and meat stores reported 
an expense ratio of 14.9%.”* These fig- 
ures are too low, for they do not make 
any allowance for labor rendered by ac- 
tive proprietors. Furthermore, it must 
be kept in mind that these figures cover 
only store operation, and that, to 
obtain the total cost of marketing 
through such stores, something must 
be added to cover the wholesale func- 
tion. Yet there seems to be a large 
number of supermarkets which are able 
to perform the retail functions as well 
as the wholesale functions on the 
goods they buy direct and make a profit 
with a gross margin of 10% to 14% of 
sales.2” Even those supermarket organ- 
izations which do the greater part of 
their own wholesaling often find their 
total operating expenses equal to but 
16%-18% of total sales.2* This is in 
contrast to total operating expenses of 
18.5% of sales for Safeway Stores in 
1936, of 18.9% for Kroger, and of 
22.9% for Reeves.?® 

From the descriptions given of the 
various types of supermarkets in the 
first section of this article, many of 
the means by which a low operating fig- 
ure is obtained are obvious. Supermar- 
kets, especially those of the first two 
types, are placed in low rent districts, 
and they keep their cost of equipment 
at a minimum. They operate, typically, 
on a cash-and-carry basis and are self 
service. Average sales per customer are 
large, one large supermarket reporting 
average grocery sales of $1.17 and 
meat sales of $0.69. Hours are usually 
long and store operations are often 


26 Census of Business: 1935, Volume I, pp. 1-16. 

27 For example, see an article on the Streamline Mar- 
kets of Pittsburgh in Super Market Merchandising, 
April, 1937, p. 6. 

28In 1935 the Union Premier Food Stores had an 
operating cost of 17.4% of sales, and in 1936 it fell 
to 16.9%. See Prospectus, dated April 15, 1937, p. 16. 
29 Computed from Annual Reports. The expense figures 
for both Safeway and Kroger are too low, the former 
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extended over seven days instead of 
six, thus spreading the overhead of the 
market.** Warehousing and transpor. 
tation expenses are often cut by use of 
the second or third floor of a super- 
market for warehousing. This pro- 
cedure allows the manufacturer to 
ship in large quantities direct to 
the store, and partially eliminates 
the need of trucking from central 
warehouses. 

The buying practices of many super- 
market operators are such as to give 
them low merchandise costs. If such 
markets are parts of old-line grocery 
chains, they obtain whatever low mer- 
chandise costs may result from large- 
scale buying. Even when they are 
operated on a single store basis or as a 
small chain, their volume gives them 
buying power far in excess of the ordi- 
nary small retailer. On many items 
they are able to go direct to the manv- 
facturer. Some of them form connec- 
tions with large fruit and vegetable 
wholesalers to be supplied on a cost- 
plus basis. At the same time, it should 
be realized that many supermarkets 
are still being operated by independent 
merchants who are not particularily 
skilled in buying. 

The special promotions used by the 
supermarkets to attract customers are 
largely confined to the full concession 
and the partial concession types, 
although there are exceptions. Such 
promotions are of many kinds. A Provi- 
dence, Rhode Island, supermarket 
hired a hypnotist to put a young lady 
to sleep and to display her in a store 


as a result of a considerable wholesale business and 
the latter because it was found impossible to separate 
warehousing and transportation costs from cost of 
merchandise. 

30 Super Market Merchandising, March, 1937, P- 5: 
31 Bellman’s of Toledo, for example, is open seven 
days a week from 8 a.m. to 10 p.m. Employees are 
worked in shifts. Throughout a large part of the West 
seven-day operation is common. 
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window for a twenty-four hour period. 
To encourage early shopping, the same 
store gave the first 50 women spending 
$1.00 or over the chance to have a pri- 
vate interview with the hypnotist. 
Other supermarkets have given away 
sums of money, automobiles, radios, 
and electric refrigerators to the holders 
of “lucky” tickets. Some have given 
daily awards based on United States 
Treasury balance figures. These pro- 
motions tend to draw huge crowds and 
to lend a carnival atmosphere to many 
of the supermarkets—and it is an old 
observation that in such an atmosphere 
people often spend larger sums of 
money than they had planned. 

While price and promotions are the 
two dominant appeals of the majority 
of supermarkets, these are often sup- 
plemented by other attractions. The 
parking facilities offered are attractive 
to many people. The wide variety of 
merchandise sold under one roof may 
be convenient for the shopper. Some 
supermarkets, especially those of the 
non-concession type, are putting larger 
sums into equipment and attractive 
stores, and are placing more emphasis 
on quality. This change brings us to a 
brief consideration of the fact that 
there is evidence that the supermarkets 
have already reached the “trading-up” 
stage of their development. 


Tendency toward “ Trading Up”’ 
It has been noted that: 


It seems to be characteristic of new types 
of distributive enterprise that in the first 
stage of their development they gain a foot- 


*? Harvard Business School, Bureau of Business Re- 
search, Bulletin No. 84, Expenses and Profits in the 
Chain Grocery Business in 1929, by Malcolm P. 
MeNair, p. 21. 

** However, it may not be true that certain of these 
chains are actually in favor of price maintenance as a 
policy. Some of them now have such broad groups of 
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hold primarily by means of low prices, in 
the second stage they “trade up” the 
quality of the merchandise carried, and in 
the third stage they compete by offering 
services. Companies in this third stage, 
unless they are managed with exceptional 
ability, not uncommonly encounter an in- 
creasing cost of doing business, a rising 
ratio of fixed investment to total invest- 
ment, and a decline in the rate of return on 
capital.*? 


It is now evident that the chains have 
been in the second stage since the mid- 
twenties, and during the recent depres- 
sion many of them have entered the 
third stage. This change away from 
the price appeal is especially well illus- 
trated by the fact that certain leading 
drug chains have been leaders in the 
movement to legalize resale price 
maintenance. These companies have 
come so far from their earlier price 
appeal that they are now not afraid to 
have competitors quote comparable 
prices.*% 

The evolution that the chains have 
been going through is now evident in 
supermarket operation. The original 
barny structures (old garages and 
factories) are giving way to stores in 
which an investment of $50,000 to 
$100,000 is being placed.** Fixtures and 
equipment in such stores are the best 
available. Moreover, while not placed 
in the most expensive downtown and 
suburban locations, these new stores 
are being located on more expensive 
sites. The no-service principle of the 
early supermarkets is being violated. 
While the majority of them still sell 
on a cash-and-carry basis and let the 


private branded merchandise that they may feel the 
higher prices on nationally advertised brands, which 
will result from price maintenance, will greatly in- 
crease their private brand sales. 

34 For example, see “‘Super-Store Trend Takes Shape 
Under Chain Leadership,” Chain Store Age, Grocery 
Edition, September, 1937, p. 20. 
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customer serve himself, some have 
given up these practices, especially in 
places where inter-super competition 
is important. The addition of “free” 
delivery is often the first step, although 
this service is sometimes contingent 
upon purchases reaching a set sum, 
typically $1.00. Of course, free parking 
facilities have been used from the 
beginning, but now many supermar- 
kets are adopting the use of bus boys to 
aid customers in carrying their pack- 
ages to their cars. Even the act of 
self service is being made easier by the 
provision of prams or “‘ baby carriages” 
for carrying one’s packages around the 
market in place of the earlier (and 
cheaper) baskets. 

Such “trading up” developments 
inevitably place the supermarket in a 
position in which its earlier price 
advantage is somewhat decreased. 
Other factors also influence the price 
advantage. One of these is the trend 
toward shorter hours in the super- 
market field. Another is the trend, 
evident in many sections, for the super- 
market operators to encourage the 
formation of a “floor” below which 
they will not cut prices. This develop- 
ment is especially evident in sections 
where supermarket competition has 
put prices at unprofitable levels. While 
in some states the “floor” may result 
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from price maintenance and __ loss. 
limitation laws, in other sections the 
operators have tried to achieve the 
desired result by a gentlemen’s agree. 
ment. At least one supermarket has 
attempted to do away with the loss 
leader by the adoption of a straight 
10% mark-up.* In so far as a price 
floor results from these efforts, some 
price advantage disappears. 

In brief, certain developments seem 
to point to a decrease in price advan- 
tage which the supermarkets have 
enjoyed up to this point. As inter- 
super competition continues to in- 
crease, smaller sales per store seem 
inevitable with the resulting higher 
operating cost (percentage of sales). 
A higher cost ratio in turn will demand 
higher prices or a higher mortality 
rate—and many supermarkets will try 
the move toward higher prices rather 
than close their doors. And yet it is 
probably true that people will not 
continue to travel considerable dis- 
tances to shop at a supermarket unless 
they see a considerable saving in 
prospect. It may well be that the 
limits to supermarket development are 
not as elastic as is commonly imagined. 


85 The Streamline Markets of western Pennsylvania. 
Evidently the plan was not successful and has been 
dropped. 
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THE CONTROL OF STOCK SHORTAGES IN 
DEPARTMENT STORES 


BY DELBERT J. DUNCAN 


N most businesses the margin be- 
tween profit and loss is a small 
one. This margin, moreover, is the 

result of a large number of closely 
related activities carried on under con- 
ditions which are constantly changing. 
To protect it, management must exer- 
cise continuous and careful supervision 
over these activities in order to prevent 
and control small losses which may 
develop into profit leaks of considerable 
magnitude. Although there have been 
occasional spectacular instances in 
which the correction of one fault has 
changed a deficit into a profit, it seems 
reasonable to assume that such in- 
stances are more likely to occur in 
poorly managed businesses or be caused 
by changes in the arts, in the character 
of the job the concern may do, or in the 
product or products it may handle. 
In the large majority of cases it is the 
accumulation of numerous small sav- 
ings in various parts of the organiza- 
tion that distinguishes the profitable 
concern from the unprofitable one. 

To demonstrate the truthfulness of 
this statement, one might select for 
intensive study many different indus- 
tries or trades or types of problems. 
The department store business, how- 
ever, because of its dynamic nature, 
furnishes an excellent illustration of the 
need for and benefits of effective super- 
vision Over many activities as a means 
of effecting savings. Moreover, it exem- 
plifies clearly what may be a common 
situation in most business enterprises 
and the methods that might be followed 
in improving the management of al- 
ready well-managed firms. In depart- 
ment stores, as in other types of 
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businesses, business depression served 
to emphasize the importance of im- 
proved control if declining profit mar- 
gins were to be protected. 

One of the problems that has con- 
fronted many department store execu- 
tives for the past decade and more, and 
is related to numerous activities carried 
on in this type of business, is that of 
stock shortages. During this period 
stock shortages have been subjected 
to a searching analysis in order that 
their causes might be more clearly 
defined and their effects more rigidly 
controlled. In spite of the attention 
given this problem, it continues to 
challenge the ability of management in 
most establishments to devise control 
methods and devices that will prove 
effective under changing conditions. 


Stock Shortages a Management Problem 


It is impossible to ascertain the 
amount of stock shortage accurately 
without a correct book-inventory figure 
with which to compare the physical- 
inventory figure. Because an accurate 
book inventory is essential to efficient 
operation of the retail method of 
inventory, the widespread use of this 
method in department stores in recent 
years has placed increased emphasis on 
the stock-shortage figure. Unfortu- 
nately, however, management in many 
instances had given only spasmodic 
attention to the stock-shortage prob- 
lem, with the result that measures 
adopted to control this source of loss 
have been only partially effective. 
While it is true that shortages have 
been reduced in recent years, figures 
covering 1936 operations reveal that 
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they still remain on the average above 
1% of net sales for department stores 
as a whole. Specific departments in 
some instances exceed 3% on the aver- 
age for the seven-year period studied.! 

A stock shortage, also known as stock 
shrinkage, is the amount by which the 
book-inventory figure exceeds the 
physical-inventory figure when both 
are expressed in terms of retail prices.” 
In other words, it is the difference 
between the total retail value of mer- 
chandise that should be on hand at a 
particular time according to the store’s 
records (i.e., the book inventory) and 
the total retail value of all merchandise 
found in stock at the same time as dis- 
closed by the physical inventory. It 
follows that the amount of stock short- 
age can be ascertained only at the time 
a physical inventory is taken. If the 
comparison with the book inventory 
reveals that the total retail value of the 
merchandise actually on hand is in 
excess of that shown by the records, 
then an overage rather than a shortage 
is said to exist. 

The discrepancy between the book 
and physical inventories may be either 
actual, when merchandise has dis- 
1See Departmental Operating and Merchandising Re- 
sults of Department Stores and Specialty Stores for the 
years 1930 to 1936, published annually by the Con- 
trollers’ Congress, National Retail Dry Goods 
Association. 

2 The amount of stock shortage, of course, may also 
be expressed in cost figures. This is possible only when 
the book inventory is calculated on a cost basis and 
compared with the physical inventory at cost. Because 
of variations in mark-up, it is no easy matter to 
ascertain the cost of the merchandise sold. To do so 
requires a careful cost-audit of sales which is imprac- 
ticable in the large majority of retail establishments. 
§ It is reasonable to doubt the statistical comparability 
of the figures in Tables I and II with the figures of any 
specific establishment. It is apparent, for example, 
that variations are to be expected in stock shortages 
(1) between stores selling for cash only and those 
doing a cash and credit either with or without an 
installment business; (2) between independent depart- 


ment stores and chain department stores with central 
stock reserves; (3) between department stores with a 
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appeared, or clerical, when errors jp 
records are responsible. Although there 
is no method by which such a djs. 
crepancy may be definitely attributed 
to actual or clerical causes, the accy- 
racy of book records should be estab. 
lished before and during the time steps 
are taken to prevent thefts of 
merchandise. 

The major significance of stock 
shortages lies in the effect of losses 
from this source upon net profit. The 
sole source of income for most retail 
stores is from the sale of merchandise 
to consumers. Every product handled 
represents potential income derived 
from its sale. Consequently, every dol- 
lar of stock shortage means the loss of 
one dollar in expected sales, and when 
merchandise “‘disappears” physically, 
the store loses the income it represents. 
Tables I and II, summaries of shortage 
figures for “‘typical”’ independent de- 
partment stores reporting to Harvard 
University and to the National Retail 
Dry Goods Association respectively, 
indicate the seriousness of the shrink- 
age problem in department stores of all 
sizes in all parts of the country.* These 
large mail order business and those doing a very smal! 
volume of such business; (4) between stores with a 
rapid rate of stock-turn and those with stocks which 
move more slowly; (5) between stores subjected to 
furious competition and those the activities of which 
are not so affected; (6) between stores the merchandise 
of which is constantly displayed on table tops and 
which make extensive use of aisle tables, and those in 
which merchandise is displayed in cases and nt on 
aisle tables; (7) between stores having remote deliver- 
ies and warehouse order-filling stations and those the 
activities of which are concentrated in one building; 
and (8) between stores habitually accounting for cer- 
tain stock losses—such as are common in the cutting 
of samples of piece goods—in mark-downs, and those 
stores which insist upon treating such losses as inven- 
tory shortages. These points, and variations of them, 
are discussed in an article entitled ‘Reduction of 
Stock Shortages in Department and Specialty Stores 
by H. Frazer Kammeyer, Assistant Controller, R. H. 
Macy & Co., Inc., in the Bulletin of the National Retau 
Dry Goods Association, March, 1935, p. 17- 
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figures show clearly that stock short- 
ages were sufficiently large throughout 
the period 1930 to 1936 inclusive so 
that improvement in the stock-short- 
age percentage would go a long way 
toward bettering profit figures. 


TABLE II 


Harvard Business Review 


are evident when one examines the 
behavior of the shortage figure during 
business recession and business recoy- 
ery in the various sales-volume groups, 
The Harvard figures show that the 
stores in the group with sales volumes 


Stock SuHortaGces AND Net Prorits 1n DeparTMENT StorEs: TypicaL Ficures* 
(Net sales = 100%) 











1930 1931 1932 1933 
Stock Stock Stock Stock 
Short- let Short- Net Short- Net Short- Net 
Sales Volume Groups ages Profit ages Profit ages Profit ages — Profit 
$500,000-$1,000,000 1.5 Lrg 1.6 L3.3 1.7 L7.9 1.4 0.7 
$1,000,000-$2,000,000 ‘9 Li.7 1.2 L2.8 5 L6.6 1 0.4 
$2,000,000-$5 ,000,000 210 0.0 1.6 L1.8 5.7 L5.3 1.3 Lo.8 
$5 ,000,000-$10,000,000 1.8 0.7 $5 Lf.2 1.6 L5.5 5.9 Lr.5 
$10,000,000 and over 1.8 0.5 3.1 ee 1.9 L6.r $s Lia 
1934 T935 7930 
Stock Stock Stock 
Short- Net Short- Net Shorit- — Net 
Sales Volume Groups ages Profit ages Profi ages Profit 
$500,000-$1 000,000 I.1 $.3 1.7 ‘7 0.8 2.2 
$1,000,000-$2,000,000 1.4 0.8 1.0 1.9 1.0 3.3 
$2,000,000-$5 ,000,000 £.3 O.1 s.3 1.9 1.0 2.8 
$5,000,000-$10,000,000 ‘3 0.4 1.2 2.8 1.0 a 
$10,000,000 and over 1.7. Lo. 1.5 1.3 1.1 2.30 


* These are figures for ‘‘representative performance.” 
L = Loss. 


Source: National Retail Dry Goods Association, Controllers’ Congress, Departmental Merchandising and Operat- 
ing Results of Department Stores and Specialty Stores, 1930-1936 inclusive, published annually. 


It is apparent from the data pre- 
sented in Table I that, in general, the 
large-volume stores experienced larger 
shortages than did stores with volumes 
between $1,000,000 and $10,000,000. 
This probably indicates that effective 
control over the numerous activities 
which affect stock shortages is more 
difficult in very large stores than in 
smaller ones. On the other hand, small 
stores often neglect to exercise proper 
control over the factors contributing to 
shortages, so that they suffer larger 
relative losses than higher volume stores 
with more effective organization and 
more careful attention to control. 

Some rather clearly defined trends 


of from $750,000 to $1,000,000—the 
smallest volume group for which com- 
plete data are available—effected a 
general improvement from 1930 through 
1936. The next volume group, with 
sales between $1,000,000 and $2,000,- 
000, reached a high point of 1.8% of 
net sales in 1932 and thereafter made 
substantial improvement through 1936, 
when a low point for the seven-year 
period was reached. The larger sales- 
volume groups exhibited a similar 
trend, 1932 marking the year of largest 
relative shortages and 1936 the smallest. 

Figures compiled by the Controllers’ 
Congress of the National Retail Dry 
Goods Association, which are shown in 
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Table II, reveal in general the same 
trends. There is not the same pro- 
nounced tendency for 1932 to represent 
the year of highest relative shortages, 
but there is conclusive evidence that 
1936 represented the best shortage 
performance for all sales-volume groups 
for the seven-year period. 

The high percentage of shortages at 
the bottom of the depression and the 
marked improvement shown in the 
figures for 1936, of course, reflect partly 
the tremendous decline in sales volume 
during the depression and the subse- 
quent rise since 1932. But even if stock 
shortages, expressed in dollars, were 
reduced during the depression because 
of declining price levels and more effec- 
tive merchandise control methods, their 
relative amount, expressed as a per- 
centage, would rise unless they were 
reduced in proportion to the rapidly 
declining sales. 

Irrespective of the variation in sales, 
however, changes in general business 
conditions might logically affect the 
amount of stock shortage. The effect 
would be proportional to the degree 
that failure to record price changes 
accurately is a cause of stock shortage. 
It is evident that failure to record 
correctly all mark-downs during peri- 
ods of declining prices would result 
in an increase in the amount of stock 
shortage. It is apparent, likewise, that 
negligence in recording additional 
mark-ups during periods of advancing 
prices would serve to lessen the dis- 
crepancy between the book and phys- 
ical inventory figures and thereby 
reduce the stock-shortage figure. More- 
over, the increased activities of amateur 
and professional shoplifters during peri- 
ods of business depression probably 
result in additional losses of merchan- 
dise despite attempts at closer super- 
vision on the part of stores. Although 
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the figures for the seven-year period 
1930-1936 inclusive are inadequate 
as a basis for drawing conclusions 
of general applicability regarding the 
effect of price changes and business 
cycles on stock shortages, they do 
demonstrate definite tendencies in the 
directions indicated. 

Analyses of stock-shortage figures 
should not end with comparisons of 
experiences for stores as a_ whole; 
studies of results shown by individual 
departments within the stores over the 
same period are of considerable value in 
locating weak spots. When comparisons 
are made by departments for alternate 
years during the period 1930—1936, it is 
discovered that, generally speaking, 
the high-shortage departments are the 
same. Table III presents shortage 
figures from the Controllers’ Congress 
of the National Retail Dry Goods 
Association for the total store and for 
14 departments showing higher-than- 
average shortages during the period. 
These departments are the habitual 
offenders. They are, therefore, the 
departments to which executive atten- 
tion should be turned first in any 
serious attempt to reduce the total 
store-shortage figure. Improvement has 
taken place in all these departments 
over the past seven years; in four of 
them, Laces, Ribbons, Gift Shop, and 
Toys, the shortage figure has been 
considerably more than halved; but all 
remain well above the average for the 
store in 1936. 

There is no single measure which will 
serve as a cure-all for shortages in all 
offending departments. Different rem- 
edies are required for different depart- 
ments because the causes of stock 
shortages vary widely from depart- 
ment to department and even within 
the same department. Petty thievery 
and overweighing are undoubtedly 
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;mportant causes of shortage in candy 
departments. In piece-goods depart- 
ments, inaccurate measurement and 
sampling are largely at fault. In toilet 
coods departments, breakage enters 
into the picture. Department store 
controllers are in almost universal 
agreement that when the total store is 
considered, the major cause of stock 
shortages is failure to record price 
changes properly.‘ 

Some Causes of Stock Shortages 


Clearly, stock shortages cannot be 
controlled in any department or store 
until their causes are identified and 
understood. These causes, however, 
have been made the subject of numer- 
ous studies and today are widely 
known and recognized.® No attempt is 
made to redefine them here; brief men- 
tion only is made of some of the more 
common ones. 

The author sent questionnaires to 
controllers of 50 firms in various parts 


‘“T am perfectly willing to be contradicted with 
proper evidence, but years of experience seem to teach 
that of an average department store’s annual shortages 
there is due—in sequence of their importance: (1) 33% 
errors in pricing and price-change procedure in all 

ks, forward, reserves and warehouse; (2) 20% to 
faulty stock work or handling in receiving, delivery, 
nd return goods division; (3) 20% to poor stock- 
ing in forward stocks and reserves, and in mer- 
chandise loans; (4) 10% to salesclerk errors, especially 
nter-selling, and in large and hectic sales events 

| motions; (5) 5% to clerical errors in accounts 
iyable, sales audit, statistics, and auditors, especially 

n account of poor vendors’ invoices; (6) 5% to faulty 
end-of-season cut-off (invoices, intra-department 
nsfers and price changes); (7) 7% to shoplifting 

and employees’ theft (2%). 
“As you will concede, this purely empirical, un- 


scientific vivisection of the problem—lacking any 
better ground for attack—will eliminate promptly one 
remedy, usually in the first abject terror and bottom- 
less-pit feeling resorted to, namely the ‘retaking of 


inventory’ of a heavy shortage department’s stock— 
except for specific cause or as an occasional dis- 
ciplinary measure. 

“It, secondly, disposes of most of the frantic search 
for thieves and traitors within our walls, by the instru- 
mentality of an elaborate, expensive detective machin- 
ery, set into noisy virulent motion after each poor 
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of the country to ascertain their 
opinions regarding the causes of stock 
shortages. The 25 replies which were 
received indicated the large number of 
reasons which may be responsible for 
losses of this nature but revealed, 
nevertheless, a somewhat surprising 
uniformity. Results from the question- 
naire are tabulated in Table IV. 

It is surprising that so many depart- 
ment store controllers listed theft and 
pilferage as one of the chief causes of 
stock shortages and that it ranked first 
when all causes were weighted. This 
assignment of theft and pilferage as the 
most important cause of merchandise 
shortages may not be accepted without 
investigation and explanation. It is 
significant that if “incorrect recording 
of mark-downs” and “price changes” 
(both of which involve changing of 
prices but are listed separately as 
informants reported them in Table 
IV) are combined, their total easily 


inventory—a safeguard and remedy frequently worse 
than the disease—excepting through carefully, quietly 
and wisely conducted internal ‘direct checking’ sys- 
tems of the Willmark type. 

“Thirdly, this analysis even prompts us to discard 
the notion cherished by our elders in retailing that 
shortages were and are being created wholesale by use 
of mechanical devices, such as cash registers, measure- 
graphs, etc.” H. Frazer Kammeyer, op. cit., pp. 17-18. 
5 See: National Retail Dry Goods Association, Con- 
trollers’ Congress, Proceedings, 1922 (Third), pp. 66- 
67, “The Problem of Reducing Merchandise Short- 
ages,” by John Bulger; ibid., 1931 (Twelfth), pp. 
314-319, “Stock Shortage Manual,” revised; ibid., 
1934 (Sixteenth), pp. 104ff., “Stock Shortage Control,” 
by J. Avery Smith. 

National Retail Dry Goods Association, Con- 
trollers’ Congress, Official Publications, v. 12, No. 1, 
1928, Precautions at Inventory Time; tbid., v. 4, No. 2, 
June, 1923, Retail Inventory Shortages and Remedies. 

See also: Herman F. Bell, Retail Merchandise Ac- 
counting. New York: The Ronald Press Company, 
1936, pp. 149-151. 

Edwin A. Godley and Alexander Kaylin, Control of 
Retail Store Operations. New York: The Ronald Press 
Company, 1930, pp. 95-114. 

John W. Wingate, Retail Merchandise Control. New 
York: Prentice-Hall, Inc., 1933, pp. 263-267. 
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established “‘changes in price”’ as the 
chief reason for stock shortages. 

Although the causes of stock short- 
ages are many, they may well be classi- 
fied, for the sake of convenience, into 
three general types: (1) errors in book 
inventory; (2) errors in physical inven- 
tory; and (3) actual losses of merchan- 
dise through theft, breakage, and so 
forth. 

Since a stock shortage is the amount 
by which the book inventory exceeds 
the physical inventory, it is readily 
apparent that such a figure is signifi- 
cant and accurate only in so far as the 
figures from which it is derived are free 
from error. Constant emphasis, there- 
fore, must be placed upon the impor- 
tance of completeness and accuracy in 
both book and physical inventories. 

Errors in the book inventory may 
result from a large number of causes 
which exist in almost every phase of 
retail store operation. They are found, 
for example, in the operations of the 
accounts payable, sales audit, delivery, 
return goods, will-call, and_ selling 
departments and in the activities con- 
nected with adjustment bureaus, mer- 
chandise exchanges, and _ furniture 
“‘hold-orders.”’ They are also found in 
the practices followed in recording price 
changes, making out sales checks, and 
lending goods to the advertising and 
display departments. The only satis- 
factory remedy for shortages from 
this general source is obviously to free 
every department whose operations 
can affect the book inventory from 
errors resulting from carelessness or 
inaccurate procedure. 

The possibilities of error in deter- 
mining the physical inventory figure are 
less great than in arriving at the book 
inventory figure, but this fact does not 
mean that the former should not re- 
ceive adequate attention. Although the 


TABLE IV 
Mayor Causes or Stock SHortaGes AS REVEALED 
IN A QUESTIONNAIRE INVESTIGATION 


Number 
of Times Weighted 
Cause Mentioned Rank* 
Theft and pilferage 21 59 
Incorrect recording of mark- 
downs II 55 
Price changes 10 46 
Careless inventory 10 24 
Careless marking 9 23 
Errors in checking merchandise 5 1S 
Bookkeeping mistakes 5 12 
Overmeasurements, over- 
weight, and losses due to 
sampling 6 
Carelessness I 5 
Invoice discrepancies I 4 
Errors in figuring retail on in- 
voices, mark-downs, and 
mark-ups 2 5 
Retention of cash by sales- 
people I 4 
Discipline—lack of adherence 
to established procedures I 4 
Failure to record natural 
shrinkage or allowances I 3 
Decentralized marking, plus 
carelessness on part of de- 
partment managers I 3 
Stock room errors I 3 
Samples not properly marked 
down I 3 
Incorrect handling of credits 
and refunds on merchandise 
returns I 3 
Customer adjustments I 3 
Group pricing I 3 
Failure to inspect merchandise 
before delivery I 2 
Unreported loss from damage 
and breakage 2 2 
Loss in transit—marking room 
to department to displays, 
or in delivery I 2 
Discrepancies on returns to 
vendors I 2 
Bad supervision I 2 
Discrepancies on repair charges I I 
Large, hectic sales events I I 
Discounts I I 
Careless auditing of invoices 
I I 


before payment 


* The weighted rank is arrived at by assigning to a given reason 
the rank it was given by the informant and totaling these on the 
following basis: if ranked first, 5 points; second, 4; third, 3; fourth, 


2; fifth, 1. 

amount of effort and planning neces- 
sary to carry out a satisfactory physical 
inventory varies with the size and type 
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of retail establishment, it may safely 
be said that the accuracy and value of 
the results are directly proportional to 
the thoroughness with which plans are 
made, and counting, recording, and 
calculation actually done. In many 
stores, perhaps most, inventory dis- 
cipline could be improved. Unfor- 
tunately, there is all too often a lack of 
appreciation of the purposes of inven- 
tories on the part of those engaged in 
this work and a consequent disregard of 
the common fundamentals of inventory 
practice. Proper instruction and train- 
ing in inventory methods under the 
general direction of the controller 
should precede all physical inventories. 

Loss from theft, breakage, and simi- 
lar causes can be obviated only by con- 
stant care and watchfulness on the part 
of every member of the store organiza- 
tion over himself, all employees under 
his authority, and all customers with 
whom he comes in contact. Continual 
alertness on the part of management 
must be transmitted to the workers in 
every department, selling and non- 
selling, until the entire organization is 
“* shortage-conscious.” 


Methods of Minimizing Stock Shortages 


Because of the numerous sources of 
error in keeping of records, as well as 
the number of ways in which mer- 
chandise can be physically lost, it is 
extremely difficult to formulate ade- 
quate methods of control of shortages; 
and because the effectiveness of the 
methods of control depends on the 
cooperation of a large, changing, and 
often disinterested personnel, the re- 
sponsibility for the reduction of short- 
ages rests directly upon management. 
Methods must be continually devel- 
oped that will provide close control 
over all activities affecting the short- 


age, and constant effort is necessary to 
see that these methods are utilized. 

An effective means of controlling 
stock shortages is to keep all employees 
“‘shortage-conscious.”” This involves 
reminding them constantly of the losses 
resulting from stock shortages, of the 
chief causes of these losses, and of the 
benefits that accrue when shortages are 
kept at a minimum. Definite responsi- 
bility for errors must be fixed, and 
“internal vigilance”? must be exercised 
by employees and management alike 
to prevent losses, both actual and 
clerical. Constant ‘‘follow-up”’ is 
imperative. 

Education of the more responsible 
employees in the fundamentals of the 
retail method of inventory is necessary 
if stock shortages are to be minimized. 
Such action would tend to increase the 
reliability of both the book and phys- 
ical inventory figures. It is a matter of 
record that as stores gain experience 
under the retail method their shortages 
decline, on the assumption, of course, 
that other conditions remain fairly 
constant. 

Personnel discipline, as evidenced by 
the obedience of employees to estab- 
lished rules and regulations, is a factor 
of vital importance in controlling 
stock shortages. Unless this discipline 
exists, complete and accurate records 
and inventories are impossible. The 
maintenance of proper discipline is 
primarily a matter of education and 
supervision, both of which are func- 
tions of management. Unless employees 
are trained adequately and_ super- 
vised properly in those activities which 
affect stock shortages, discrepancies 
between the book and physical inven- 
tories, i.e., shortages or overages, are 
almost inevitable. But there is danger 
that management may attempt to 
shift part of its own responsibility to 
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employees. It must be remembered 
that the accountability of employees is 
conditioned by the knowledge and 
authority given them. 

Lack of definite standards of per- 
formance other than the volume of 
sales for department store employees 
is a contributing factor to poor dis- 
cipline. So long as emphasis is placed 
upon volume of sales—as, for example, 
the determination of total and average 
sales for each salesperson each day— 
to the exclusion of other factors which 
are more intimately bound up with 
stock shortages, so long will employees 
tend to neglect those duties which do 
not reveal themselves on the sales 
record. 

Methods of control of stock shortages 
must be constantly revised in the light 
of changing conditions because meth- 
ods which are effective under one set 
of conditions may be ineffective under 
another. Procedures and devices soon 
become obsolete and new ones must be 
developed; consequently, continuous 
appraisal is essential to the mainte- 
nance of appropriate devices for con- 
trol. The dynamic nature of the depart- 
ment store business makes such action 
necessary. 

Many of the procedures developed 
to reduce stock shortages in one depart- 
ment store organization may be 
adapted for use in others. Control 
executives, therefore, should constantly 
be on the alert to ascertain methods 
and devices used in similar stores to 


control inventory shortages. Current 
trade periodicals, worth-while books, 
and verbal discussions of stores’ experi- 
ences in solving this problem are all 
of considerable value. Exchange of 
information by department stores 
makes available to each the methods 
found to be most effective in the control 
of inventories of merchandise. 

It evolves, then, that the causes of 
stock shortage, whether in book inven- 
tory, physical inventory, or physical 
loss of merchandise, all lie in error; in 
carelessness; in inadequate supervision, 
watchfulness, and control; and that the 
remedy must therefore lie in constant 
vigilance throughout the year; in alert- 
ness of management, clerical staff, and 
salesforce; in close managerial control 
over an intelligent staff organization. 
As one Chicago department store con- 
troller concisely expressed it: 


Retail distribution has devoted many 
valuable hours of study with reference to 
procedures or methods to be followed to re- 
duce stock shortages, and it seems to me 
that the whole thing is summed up in two 
words—rigid discipline.® 


Although there is no single procedure or 
method for reducing stock shortages 
in all departments and all retail busi- 
nesses, there is a management attitude 
of alertness, watchfulness, and dis- 
cipline which will help reduce shortages 
in all departments and in all stores. 


6 Archibald MacLeish, Controller, Carson Pirie Scott 
& Co., Chicago, Il. 
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THE INFLUENCE OF SIZE OF BUSINESS ON 
DEPARTMENT STORE OPERATING RESULTS 


BY ELIZABETH A. BURNHAM 


N recent years, great interest has 
been aroused concerning the oper- 
ating advantages which large re- 

tail firms possess over smaller firms 
doing a similar business. Attention has 
been directed particularly to economies 
realized through large-scale purchasing, 
special discounts, advertising allow- 
ances and rebates, and to the practice 
of price cutting. The motive of the 
Robinson-Patman Act, passed in the 
summer of 1936, was to protect 
the small purchaser of goods against in- 
jurious price discriminations in favor 
of the large buyer. In the discussion of 
this legislation, emphasis has been 
placed primarily on the purchasing 
aspects, and little has been said about 
the problems and costs involved in pre- 
senting and selling the goods to the 
ultimate consumer. Yet in order to 
arrive at a true evaluation of the ad- 
vantages or disadvantages of large 
scale operation, it is necessary to con- 
sider operating costs as well as the 
costs of stocking merchandise. 

Retail companies differ inherently 
from other types of business enterprise 
in that their sales volumes are achieved 
as a result of a number of relatively 
small unit sales to a relatively large 
number of customers. To accommo- 
date these customers adequate store 
buildings must be provided in conven- 
ient locations, and sufficient staffs 
must be maintained to serve the needs 
of the potential customers. The total 
expense incurred for these operations 


1 The expense classification used by the Bureau was 
modeled on that recommended by the Controllers’ 
Congress of the National Retail Dry Goods Associa- 
tion. In general, the same definition of accounts 
obtained throughout the period. A revision of the 
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constitutes a substantial part of the 
retailer’s total costs, and the data pre- 
sented in this study unquestionably 
establish the fact that the portion of 
the sales dollar devoted to such opera- 
tions is greater for the large than for 
the small department stores. 

From the standpoint of the retail 
field as a whole, it would be helpful to 
know whether large firms usually have 
low or high operating costs. No conclu- 
sions concerning this matter can be 
drawn, of course, until operating sta- 
tistics for such varied retail groups as 
chains, independents, voluntary chains, 
supermarkets, and consumer coopera- 
tives are available for study. Unfor- 
tunately, data for many of these types 
of distributors are fragmentary or 
non-existent. 

Information covering a I5-year pe- 
riod is available, however, concerning 
the typical margins, expenses, and 
profits of independent department 
stores of various sizes, and a survey of 
these annual percentage figures may 
serve to throw light on the advantages 
or disadvantages associated with small- 
scale, moderate-sized, and large-scale 
retailing. The Harvard Bureau of Busi- 
ness Research, after making a prelimi- 
nary study of the field in 1921, has 
collected for study annually profit and 
loss and expense statements from indi- 
vidual department stores operating in 
the United States. Between 400 and 
600 of these reports have been secured 
each year on standard forms! from 


form in 1928, affecting the figures for 1929 and follow- 
ing years, altered a few of the items slightly, but was 
important chiefly because it made possible the collec- 
tion of more detailed figures. 
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firms with sales ranging from less than 
$150,000 to over $10,000,000. The 
dollar figures for margin, expenses, and 
profits thus assembled have been sub- 
jected by the Bureau to careful exami- 
nation, and typical operating figures 
have been determined using percentage 
data prepared from the dollar figures 
of the individual firms. These final 
results, published annually,’ are be- 
lieved to represent fairly the experience 
of stores of different sizes. 

The list of reporting firms varied 
from year to year, an average of four 
statements per firm being received dur- 
ing the period 1922~1936. While this 
change in the identity of the stores 
would constitute a difficulty if precise 
year-to-year comparisons of the data 
were to be made, it is believed that for 
the purposes of the present analysis it 
is an advantage. If the same general 
variations of the figures with size of 
store occurred in 1926, for example, as 
in 1936 when the list of firms studied 
differed considerably, then more weight 
attaches to the findings than if the com- 
parison were based on figures for the 
same groups of firms. Material avail- 
able for the last half of the period 
studied was somewhat more detailed 
than that available for early years; 
consequently it is necessary in some 
instances to draw conclusions from fig- 
ures available for a few years only. 


Characteristics of Department Stores 


In a comparison of operating results 
for department stores of various sizes 
it is important to consider the charac- 
teristics of small, medium-sized, and 
large stores, since differences in store 
location, organization, and merchan- 


? Harvard Bureau of Business Research, Operating 
Results of Department and Specialty Stores, annual 
reports for the years 1922 through 1936. Bulletins 
Nos. 37, 44 53, 57, 63, 74, 78, 83, 85, 88, 91, 92, 96, 
100, and 104. 


dise sold are usually closely associated 
with differences in size, and conse- 
quently are reflected in the operating 
figures of department stores classified 
according to volume of business. 
Department store volume depends to 
an important degree on the number of 
sales made to customers. Transaction 
records’ available for medium-sized and 
large companies for 1932 and following 
years indicate that differences in the 
total dollar volume realized by the 
stores of various sizes resulted chiefly 
from differences in the number of 
transactions rather than from varia- 
tions in the average value of the indi- 
vidual sales. To illustrate: stores with 
sales of $20,000,000 or more in 1936 
typically required 12,000,000 trans- 
actions per store to produce net sales 
(after returns and allowances) of $25,- 
500,000, and the typical size of sale 
was $2.50. The number of transactions 
was over 14 times as large as the num- 
ber usual for firms with sales of $1,000,- 
000 to $2,000,000, while the typical 
sale was only 114 times as large as that 
characteristic of the smaller stores. 
The difference in the number of 
transactions required to produce the 
sales for small, medium-sized, and large 
stores points to the significance of store 
location in relation to volume. Among 
the firms reporting to the Bureau in 
1936, small department and dry goods 
stores with annual sales of less than 
$150,000 usually operated in towns 
with populations of around 10,000, and 
seldom were situated in cities with 
populations of more than _ 100,000. 
The larger companies naturally tended 
to be located in somewhat larger cities 
than did the small stores. While stores 


3The transaction figures available represent the 
total number of transactions which produced gross 
sales, that is, the number of original sales slips 
written. 














i ee 











Re 








Size and Department Store Operating ‘Results 213 


with sales of $1,000,000 to $2,000,000 
in 1936 sometimes were located in cities 
with populations of less than 50,000 or 
more than 300,000, they generally were 
found in cities with populations of 
about 100,000. The very large stores 
were located in the big cities. No store 
which reported sales of $20,000,000 or 
more in 1936 operated in a city with a 
population of less than 400,000, and, 
as a rule, these large stores were 
situated in cities with populations of 
about 2,000,000. 

Differences in the number of poten- 
tial customers to be served were re- 
flected, of course, in the size of plant 
and the number of employees required 
by stores of various sizes. Stores with 
sales of less than $150,000 were able to 
operate with as few as nine or ten per- 
sons, including the proprietor or ex- 
ecutives, while stores with sales of 
$1,000,000 to $2,000,000 often em- 
ployed about 250 people, and stores 
with sales of $10,000,000 or more, as 
many as 2,000. The number of selling 
departments also varied roughly with 
the size of store, small stores having 
but 5 or 10 departments and the very 
large stores frequently operating around 
150. 

The small stores have as competitors 
the chain department stores (such as 
the units operated by J. C. Penney 
Company), limited price variety stores 
(such as those run by F. W. Wool- 
worth Co.), mail order houses, and 
small independent dry goods, clothing, 
and hardware stores. The medium- 
sized and large stores have to meet, in 
addition, the competition of single-line 
stores, whether chain or independent, 
specializing in shoes, women’s ready- 
‘The figures quoted on sales by merchandise lines 
were published by the Bureau for the year 1933; 
corresponding figures are not available for other years. 


Examination of data issued by the Controllers’ Con- 
gress of the National Retail Dry Goods Association 


to-wear apparel, millinery, piece goods, 
and so on; also, the large department- 
ized specialty stores; and other depart- 
ment stores. 

To retain and build sales volume in 
the face of this competition department 
stores of all sizes emphasize the diversi- 
fication of merchandise which is their 
outstanding characteristic. Basically 
the same type of merchandise is carried 
by all department stores, but the pro- 
portion of sales in different depart- 
ments differs somewhat among stores 
of various sizes. Figures for sales by 
broad merchandise groups‘ clearly show 
that sales in ready-to-wear depart- 
ments typically varied little among 
stores of different sizes, and as a rule 
constituted about 20% of the total net 
sales. Similarly sales in ready-to-wear 
accessories, including millinery, ho- 
siery, and shoes, accounted for about 
25% of the store’s volume no matter 
what its size. Sales of men’s and boys’ 
clothing and furnishings amounted to 
about 18% of sales for the very small 
stores and made up 9% to 12% of the 
volume for stores with sales of more 
than $150,000. The greatest contrasts 
among stores were displayed in the 
piece goods and domestics departments 
and in the house furnishings depart- 
ments. Small stores had extensive sales 
in yard goods, sheets and blankets, 
etc., and small volumes in house fur- 
nishings, while large stores achieved 
relatively small volumes in the former 
goods and large sales in the latter. 
Other departments frequently found 
in moderate-sized and large stores, but 
not in stores with annual sales of 
less than $750,000, comprised beauty 
salons, soda fountains, and restaurants. 


suggests that the distribution of sales for middle- 
sized and large firms is similar in following years to 
that shown for 1933, but with somewhat greater 
sales in house furnishings. 
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The large stores, in addition tooffer- 
ing a varied line of merchandise, seek 
to broaden their market by offer- 
ing low-priced merchandise in bargain 
basements. Sales in such low-priced 
departments commonly accounted for 
between 12% and 18% of the total 
sales volumes of companies with sales 
of $1,000,000 or more in 1933. Firms 
with sales of less than $300,000 seldom 
had basement stores. 

In the small stores the goodwill and 
patronage of customers is promoted by 
interested personal contact between 
salesclerk and customer; the store is 
often a neighborhood store, and the 
staff members may be acquainted with 
all their clientele. In large city stores, 
of course, it is impossible for the em- 
ployees to know the individual cus- 
tomers, and the large store offers special 
services as a substitute for the personal 
touch. To cite a few of these: waiting 
rooms are provided wherein friends 
may meet by appointment; free bus 
service is arranged between store and 
garages for the convenience of out-of- 
town customers; telephone or mail- 
order shoppers are employed to select 
merchandise for customers, and the 
goods are then delivered on approval. 

There is a great deal more specializa- 
tion in the big than in the small stores. 
The large number of departments 
common for the large companies, for 
example, reflect to an important degree 
such refinements in the classification of 
merchandise as price, brand, or size. 
Division of labor, also, is characteris- 
tic of large companies. These firms 
have elaborate systems of account- 
ing and statistical control involving 
extensive clerical help, large house- 
keeping and maintenance staffs, and 
5 Dollar sales is not an ideal criterion of size, particu- 


larly in a period including a pronounced business 
depression. With the severe drop in retail prices from 
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specially trained merchandising and 
publicity personnel. As indicated by 
reports filed by large firms, their sales- 
forces, hired and trained for selling 
only, constitute less than half of the 
total number of people on the pay roll. 
In the small store, on the other hand, 
all the staff may sell merchandise at 
one time or another, and, as a rule, 
two-thirds of the employees spend the 
major part of their time in selling or in 
activities directly connected with sell- 
ing. Small stores have simple bookkeep- 
ing systems, and the proprietors or 
executives probably are responsible for 
the merchandising and publicity work. 

‘The large department stores perform 
more complete marketing functions 
than the smaller stores do. As a rule 
they send their buyers to market rather 
than have salesmen call at the store. 
They purchase a substantial part of 
their merchandise directly from the 
manufacturer, and often have these 
goods manufactured according to their 
own specifications. Moreover, the large 
stores frequently sell merchandise un- 
der their own private brands which 
require individual store advertising. 
The small stores, on the other hand, 
buy extensively from wholesalers and 
use the wholesalers’ or manufacturers’ 
brands which do not require as much 
individual store advertising as do pri- 
vate brands. Merchandise often is pur- 
chased by small stores from salesmen 
who call for orders. 


Method Used in Summarizing the Data 


In classifying the department store 
results according to size of business the 
Bureau has used annual net dollar 
sales as a measure of the volume of 
business.° Such a measure has the ad- 


1929 to 1933, stores lost dollar volume rapidly. In 
many cases, however, the physical quantities of goods 
sold increased during 1930 and decreased gradually in 
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vantage not only of being a familiar 
yardstick, but also of being one appli- 
cable to all reporting firms. It was 
preferable, for example, to such a 
quantitative measure as the total num- 
ber of transactions completed or the 
number of units sold, information 
which many firms did not record. In 
recent Bureau work, the figures for the 
reporting firms have been classified in 
ten separate volume categories, which 
have been grouped as follows for the 
purposes of this article: 
Small Stores 
Firms with Net Sales of 
(1) Less than $150,000 
(2) $150,000-$300,000 
(3) $300,000-$500,000 
Medium-Sized Stores 
Firms with Net Sales of 
(4) $500,000-$750,000 
(5) $750,000-$1 ,000,000 
(6) $1,000,000-$2 ,000,000 
Large Stores 
Firms with Net Sales of 
(7) $2,000,000-$4,000,000 
(8) $4,000,000-$10,000,000 





1931, 1932, and 1933. Consequently many stores sell- 
ing as much actual merchandise in 1930 and 1931 as in 
1929 may have been classified as smaller stores in 1930 
and 1931 than in 1929. Conversely, there may have 
been some upward shifting of firms into larger volume 
groups in the years following 1933. Although this 
movement of firms from one size group to another 
disturbs year-to-year comparisons somewhat, it is not 
considered a serious obstacle in the present analysis. 

In using dollar sales as an index of size for any one 
year it is probably safe to assume that any differences 
in dollar volume among individual stores resulting 
either from regional variations in the general price 
level or from differences in price reflecting variations 
in the quality of merchandise sold may be disregarded; 
the firms in the several size groups are believed to 
represent a fair cross-section of stores in different 
regions and with different price policies. 

In the early years of the research work, only six 
size classes were recognized, while for the last five 
years typical figures have been presented for as many 
as ten groups. These ten groups for the most part 
were subdivisions of the groups used in the early years, 
so that it is possible to compare results for all years. 

6 The method used in preparing the summary per- 
centage figures for each item was as follows: 

First a series of relatives was prepared for each year 
by dividing the typical percentage figure for the item 
for each size group by the corresponding typical figure 
for stores with sales of $4,000,000 to $10,000,000 and 
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(9) $10,000,000-$20, 000,000 
(10) $20,000,000 or more 

For the several volume groups for 
each year typical figures are available 
for margin, the various expense items, 
and profit expressed as percentages of 
net sales. Study of these annual data 
for stores of various sizes indicated that 
for many of the operating items im- 
portant differences characterized the 
stores in the several size groups, and 
these differences obtained in many or 
all of the years reviewed. Of course the 
level of many of the cost percentages 
changed as general business conditions 
affected store volume, the fixed ex- 
penses requiring increasing proportions 
of the dollar sales as volumes declined 
during the depression. The variations 
from volume group to volume group, 
however, were consistent year after 
year. In order to show clearly the 
significant differences which occurred, 
summary figures® are presented in 
multiplying the result by 100. The reason for the 
selection of that particular size group as a basis for 
reference was that the limits of that group remained 
unchanged during the 15-year period studied. For 
each size group the relatives computed for the item 
for the various years were arrayed, and from each of 
these tabulations an average was secured which 
reflected fairly the typical experience over the period 
for stores in that one size group as compared with 
stores with sales of $4,000,000 to $10,000,000. To 
illustrate: the following index numbers established 
for the ten volume groups indicate the degree to 


which the advertising expense percentages varied 
among stores of various sizes: 


Group I—S5.0 Group 6— 90.0 


2—64.0 7— 96.0 
3—70.5 8—100.0 
4—78.0 9— 95.0 
5—87.0 10— 84.0 


Since it seemed desirable that the reader should 
know not only to what degree the percentage figure 
for an item varied among stores of different sizes but 
also how important the item was in relation to net 
sales, the index numbers were then expressed as per- 
centages of net sales. This was accomplished by 
multiplying the index number for the item for each 
size group by the typical percentage figure published 
for the item for firms with sales of $4,000,000 to 
$..5,900,000 in 1930, and then dividing the result by 
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charts in the following discussion. For 
detailed annual data, the reader is 
referred to the bulletins’ from which 
the basic material for this article was 
secured. 


The Small Store’s Advantage 


Total Operating Expense. As far as 
total operating expense was concerned, 


CHART I 
Totrat Expense, Tota, Pay Roui, AND SALES PER 
EMPLOYEE FOR DEPARTMENT StToRES CLASSIFIED 
AccoRDING TO SIZE 
(Typical figures summarized) 
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Typical net sales in thousands of dollars 


Note: The figures for total expense and pay roll were 
based on data available for the years 1922 through 
1936, whereas those for sales per employee were based 
on data available for the years 1925 through 1936. 


department stores with annual sales of 
less than $500,000 were definitely in a 
better position than were stores of 
moderate or large sales volume. The 
100. For example, advertising expense for stores with 
sales of $4,000,000 to $10,000,000 in 1930 amounted to 
3.9% of sales. For stores in Group 1 the index number 
was 55.0. The summary percentage figure was secured 
as shown below: 

3.9% X55 

100 


= 2.145% 


There were two reasons for selecting 1930 as the point 
of reference in computing the summary figures: it was 
the first year for which complete expense details by 
operating functions were available, and it came near 
the middle of the 15-year period studied. The resultant 
percentage figures are to be regarded merely as 
indicative; they are not to be interpreted as exact 
percentage figures for any one year or for the period 
as a whole, though they are at the approximate level 





Harvard Business ‘Review 


data in Chart I* clearly show that small 
stores incurred less than 32% of sales 
for total operating costs while large 
stores required 34% of sales to meet 
their expenses. ‘The advantage of the 
small stores, small in relation to the size 
of the item but important none the 
less, developed from the relatively low 
expenditures made by small stores for 
total pay roll, real estate costs, and 
advertising expense. 


Total Pay Roll. The economy in pay 
roll costs effected by small stores also 
was small in proportion to the size of 
the item, as is shown in Chart I. Al- 
though the difference from volume 
group to volume group was relatively 
little, the cost for the very small stores 
was about 1.0% of sales lower than for 
medium-sized or large stores. This re- 
sult was due, at least in part, to the 
favorable volume of sales per employee 
which the small stores achieved as 
contrasted to the performance of me- 
dium-sized stores. It does not reflect 
greater operating efficiency solely, how- 
ever, since during the period studied 
wage levels were somewhat lower in 
the small than in the large cities, a 
fact which may have some bearing on 
the low percentage pay roll costs typ- 
ical for the small stores. 
of such figures. 

Summary figures in terms of dollars or cents, such 
as those for sales per employee or real estate cost per 
square foot, were prepared in similar manner, the 
final results being expressed in dollars or cents per 
unit. 

7 See footnote 2 on page 212. 

8 The charts used in this article are drawn on a ratio 
scale, the purpose of which is to disclose percentage 
changes in an item rather than the absolute changes 
which can be pictured on the ordinary graph using the 
arithmetic scale. In each chart the vertical scale is 
used for plotting the percentage values of the item or 
variable considered, while the horizontal scale, also 
on a ratio basis, is used to designate the typical sales 
volume for the firms in each size group. It will be 
noticed that use of the ratio scale results in a fairly 
even spacing of the volume groups on the charts. 
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Real Estate Costs. The size of city 
served had an important influence, also, 
on the costs incurred for rent by stores 
of different sizes. The percentage out- 
lay for real estate costs, comprising 
rent actually paid on leased property 
and fair charges for rent on owned 
real estate used in the business, varied 
directly with the size of store. It is a 
well-known fact that real estate costs 
per square foot are higher in large than 
in small cities; competition for sites re- 
sults in high valuation of property, and 
tax and insurance rates are apt to be 
relatively high in thickly populated 
locations. 

In Chart II typical figures are plotted 
for real estate costs per square foot, real 
estate costs as a percentage of sales, 
and dollar sales per square foot. It will 
be seen that although the sales yield 
per square foot was progressively higher 
for stores in successively larger volume 
groups, nevertheless the degree of dif- 
ference in sales yield was less than the 
difference displayed for real estate costs 
per square foot. Consequently, the per- 
centage expense for the item was less 
for small than for medium-sized or 
large stores. 

The failure of sales volume per square 
foot to be sufficient to compensate for 
the high rental costs per square foot 
incurred by the large stores may have 
developed partly from the use which 
was made of the property. It seems 
likely that large urban stores which fre- 
quently maintain separate warehouses, 
garages, and remote delivery stations 
may have a larger proportion of non- 
selling space than the small or medium- 
sized stores do. 

Furthermore, some of the depart- 
ments commonly operated by large 
stores and found less often in small 


® Controllers’ Congress, National Retail Dry Goods 
Association. Departmental Merchandising and Operat- 
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stores typically produce relatively 
low sales per square foot. Departmental 
figures published by the Controllers’ 
Congress of the National Retail Dry 
Goods Association? indicate that dollar 
sales per square foot usually were small 
for restaurants, beauty parlors, and 


CHART II 
REAL Estate Costs ANp SALES PER SQUARE Foor FoR 
DEPARTMENT Stores CLAssiFIED ACCORDING 
TO SIZE 
(Typical figures summarized) 
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Typical net sales in thousands of dollars 


Note: The figures for real estate costs as a percentage 
of net sales were based on data available for the years 
1922 through 1936, whereas those for real estate 
costs per square foot and sales per square foot were 
based on data available for the years 1927 through 


1936. 


departments dealing in furniture, rugs, 
lamps, china and glassware, pictures, 
and gifts. Total sales in these depart- 
ments, however, constituted a signifi- 
cant proportion of the total net sales of 
large stores. On the other hand, yard 
goods and domestics departments, 
which are more important in small 
stores, characteristically produced high 
dollar sales per square foot. 


ing Results for Department Stores and Specialty Stores; 
annual reports for the years 1931 through 1936. 
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Advertising. As a rule, stores with 
sales of less than $500,000 spent con- 
siderably less relatively for advertising 
than did the large stores. It is possible, 
of course, that the stores with greater 
sales volume placed relatively larger 


quantities of advertising than the 
CHART III 
ADVERTISING EXPENSE FOR DEPARTMENT STORES 
CLassiriep AccorDING TO SIZE 


(Typical figures summarized) 
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small stores did. The comparatively 
heavy expenditure for publicity sup- 
plies which was typical of large stores 
indicates that this may have been the 
case. Moreover, the selling of mer- 
chandise under private brands, a prac- 
tice more common in big than in small 
stores, may have necessitated large 
advertising outlays. Here again, how- 
ever, it seems probable that the size 
of city served had an important influ- 
ence. The major part of the adver- 
tising outlay, no matter what the size 
of the store, was for newspaper space. 
A sample tabulation of the advertising 
rates charged by leading dailies in 19 
different cities for 1936 indicated that 
the charges varied from around 6 cents 
per line in cities with populations of 
25,000 to over 60 cents per line in cities 
with populations of 1,000,000 or more. 
The variations in advertising expense 
with size of store are shown in Chart 
III. It is interesting to note in passing 
the advantage which the very large 
stores had over moderately large stores 
in this item. It seems likely that the 
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rates paid by all stores with sales of 
$4,000,000 or more were similar, since 
the majority of these firms were situ- 
ated in fairly large cities. In such event, 
of course, the percentage cost would be 
favorable for the firms achieving large 
sales volumes. 


The Medium-Sized Store’s Advantage 


In many respects the medium-sized 
stores, those with sales of $500,000 to 
$2,000,000, occupied a middle position 
as compared with small stores on the 
one hand and large stores on the other. 
As already indicated in Charts II and 
III, such companies usually had moder- 
ate percentages for real estate costs 
and advertising, and Chart VIII, to be 
presented later, shows a similar finding 
in regard to interest expense. There 
was no expense item in which the 
middle-sized stores had the advantage 
over both small and large companies. 

The middle-sized stores, however, 
probably were more nearly similar to 
large than to small stores in form and 
organization. ‘The detailed accounting 
systems used by these firms in common 
with the large stores make it possible 
to compare for these two groups differ- 
ences in the percentage expenditure 
for various operating functions. Corre- 
sponding functional data for smaller 
stores are fragmentary, since detailed 
accounts are not usually maintained by 
these stores. 


Customers’ Services. The percentage 
expense incurred for customer service 
evidently was markedly lower for me- 
dium-sized than for large stores. While 
it is impossible to segregate and study 
all the costs of such service, some of 
them are reflected in the typical figures 
for delivery costs and certain pay roll 
items. Under the general heading of 
services it will be well to consider the 
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if the company operated its own trucks, 
and expense for service purchased if 


provision for free delivery of merchan- 
dise, the policies in regard to merchan- 
dise returns, provision of mail and 
telephone shoppers, and other mis- 
cellaneous functions performed for the 
customer’s convenience. 


CHART IV 
Tora. Detivery, Returns AND ALLOWANCES, AND 
SELLING SupPPLIES FOR DEPARTMENT STORES 
CrassiFieEp AccorDING TO SIZE 
(Typical figures summarized) 
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Note: The figures for total delivery costs were based 
on data available for the years 1927 through 1930 
and 1932 through 1936. The figures for selling supplies 
were based on data available for the years 1932 
through 1936, and those for returns and allowances 
were based on data available for the years 1927 
through 1936. 


As a rule, department stores of all 
sizes offered to deliver merchandise to 
their customers, but the expense in- 
volved was substantially less for the 
medium-sized than for the large com- 
panies. Studies in many retail trades, 
including department stores, have 
shown that delivery costs tend to be 
lower in small than in large cities. 
Traffic tie-ups in densely populated 
centers and the large suburban areas 
to be covered make delivery time-con- 
suming in the case of large stores. 
Hence total delivery costs, comprising 
chiefly pay roll and supply expense 
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delivery was done by an _ outside 
agency, would naturally be lower for 
the medium-sized stores which were 
located in small cities than for the 


CHART V 
Pay Ro.ts ror SuPERINTENDENCY AND GENERAL 
Store, MiscELLANEOUS SELLING, AND DELIVERY 
FOR DEPARTMENT StTorRES CLASSIFIED 
AccorpDING TO SIZE 
(Typical figures summarized) 
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Note: The figures for superintendency and general 
store pay roll and miscellaneous selling pay roll were 
based on data available for the years 1929, 1930, and 
1932 through 1936. Those for delivery were based on 
figures available for 1927 through 1930, and 1932 
through 1936. 


large urban stores. Typical percent- 
ages for total delivery costs and for 
delivery pay roll costs are presented 
in Charts IV and V. 

It would be wrong, however, to 
attribute the entire difference in de- 
livery expense to the differences in city 
location. The type of merchandise may 
well have been a contributing factor. 
The departmental figures issued by the 
Controllers’ Congress of the National 
Retail Dry Goods Association show 
that delivery costs for household fur- 
nishings far exceeded those for other 
types of merchandise. It will be remem- 
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bered, in this regard, that stores with 
sales of $4,000,000 or more tended to 
have proportionately more household 
furnishings sales than did stores with 
sales of $500,000 to $2,000,000. 

Then, too, from the typical percent- 
ages for returns and allowances, also 
plotted in Chart IV, it is obvious that 
medium-sized stores were less liberal in 
their policies regarding merchandise re- 
turns than were large stores. It. is 
significant to note that according to 
the departmental figures, the two types 
of merchandise most commonly re- 
turned were ready-to-wear clothing 
and household furnishings, the latter 
goods being costly to handle; piece 
goods, on the other hand, were seldom 
returned. Thus not only in the volume 
of the returns, but also in the type of 
merchandise returned, large companies 
were at a disadvantage. Sending goods 
on approval, a common practice of 
large stores, involves frequent mer- 
chandise returns and can be an expen- 
sive service. Several calls of the delivery 
truck at the customer’s house may be 
made before a final sale is consum- 
mated, wrapping supplies are con- 
sumed, and personnel time is absorbed 
in the selling department, the exchange 
and transfer department, and the ac- 
counts receivable office. There may 
also be some merchandise depreciation. 

Selling supply cost, as is shown in 
Chart IV, was lower for medium-sized 
than for large stores. Differences in the 
expenditure for this item depend to an 
important degree on the type of wrap- 
ping used for outgoing merchandise and 
the number of packages wrapped. The 
expense for materials used in wrapping 
goods for delivery, for example, may 
exceed that incurred for materials used 
when the packages are to be carried by 
the customer. Returns or exchanges of 
merchandise, in that they increase the 
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number of packages wrapped, corre- 


spondingly increase the percentage 
outlay for supplies. Thus medium- 
sized stores, having smaller volumes of 
returned goods and possibly delivering 
a smaller proportion of their merchan- 
dise than the large stores, naturally 
would incur lower percentage costs for 
supplies than would the large com- 
panies. The greater expense for large 
stores also may reflect the expenditure 
for such breakable supplies as china 
and glassware, and the cost of purchas- 
ing and laundering uniforms used in 
the restaurants and beauty parlors, 
departments operated to a greater ex- 
tent in large than in middle-sized 
stores. 

Detailed data on the personnel costs 
involved in handling returns are not 
available, but it is interesting to note 
from Chart V that the medium-sized 
stores had lower percentage costs than 
did the large stores for miscellaneous 
selling pay roll, which includes among 
other items the wages of clerical help 
in selling departments and people em- 
ployed for wrapping and packing mer- 
chandise. The middle-sized stores also 
had an advantage in the percentages 
typically spent for superintendency 
and general store pay roll, to which 
account the wages for transfer and 
exchange desk employees are charged. 

The superintendency and general 
store pay roll item, however, is a com- 
posite account covering many kinds of 
personnel. The following list of the 
various employees involved is roughly 
divided according to those giving direct 
customer service (a), and those not 
giving such service (b): 

a. Employees at transfer and exchange 
desk; mail and telephone shoppers; em- 
ployees in the merchandise adjustment 
office; employees in information and travel 
bureaus, check rooms, rest rooms, sub-post 
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store and to the more extensive service 
offered to customers. 


offices, and customers’ service garages and 


busses. 
b. Store superintendents and assistants; 


telephone operators; purchasing agents; 
store detectives; employees in the employ- 
ment office and those engaged in employee 
training; time recorders; and such welfare 
staff as employees in the store medical 
department, and employees connected with 
store activities of a social nature, benefit 
associations, house organs, credit unions, 


and the like. 


A glance at this list suggests that the 
medium-sized stores may secure ad- 
vantages over the larger stores through 
limiting the services given to cus- 
tomers, by engaging in less exten- 
sive employee welfare, and by having 
smaller staffs in general. 

It is reasonable to assume, surely, 
that middle-sized companies had less 
employee specialization in their selling 
departments than the large firms did. 
As indicated above and in Chart V, 
these stores had relatively low percent- 
age costs for miscellaneous selling pay 
roll in which account wages for the 
following were included: persons in 
charge of forward and reserve stock, 
clerical help in the selling departments, 
examiners, cashiers, inspectors, wrap- 
pers, packers, demonstrators, models, 
lamp shade teachers, knitting inspec- 
tors, and restaurant orchestras and 
entertainers. Obviously many of the 
employees listed here would not be on 
the pay roll of the medium-sized store, 
nor would the functions they perform 
be carried out by any employee in the 
middle-sized store. On the other hand, 
the duties of several of the employees 
listed may be carried out as part-time 
jobs of persons primarily hired to sell 
merchandise in the middle-sized store. 
The difference in the expense in this 
case is therefore traceable both to the 
greater staff specialization of the larger 
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The Large Store’s Advantage 


Productivity of Salesforce. Some of the 
expense disadvantage accruing to the 
large stores from staff specialization 
was compensated for by the greater 
productivity of their salesforces. Large 
stores, according to the data presented 
in Chart VI, achieved larger dollar 


CHART VI 
Pay Ro. or SALESPEOPLE AND SALES PER SELLING 
EMPLOYEE FOR DEPARTMENT STORES CLASSIFIED 
AccorDING TO SIZE 
(Typical figures summarized) 
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Note: The figures for pay roll of salespeople were 
based on data available for the years 1929, 1930, and 
1932 through 1936. Figures for sales per selling em- 
ployee were based on data available for 1935 and 1936 
only. 


sales per selling employee and paid 
smaller percentages of sales to such 
employees than did the medium-sized 
stores. While the big stores may have 
secured salesforce efficiency through 
intensive personnel training, it is prob- 
able that they gained their advantage 
principally by having the salesforce 
concentrate on selling and by employ- 
ing other clerks in the receiving and 
marking and stock rooms. Assuming 
wage rates to be the same, it is obvious 
that stores having high sales per selling 
employee will pay lower percentages of 
sales to selling employees for pay roll 
than do the firms having low sales per 
employee. In Chart VI it will be seen 
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that the variation in percentage pay 
roll cost with size of store was not so 
great as the variation in sales per em- 
ployee, however. This situation may 
reflect differences in wage rates or pay- 
ments of bonuses to efficient salesclerks. 


Other Pay Roll Items. For three other 
pay roll items the large stores had rela- 
tively low percentage costs, the savings 
being dependent mainly on the dollar 
sales per store. From Chart VII it is 

CHART VII 
Pay Rotts ror Executives, AccounTING OFFICE, 
AND Pus.iciry FoR DEPARTMENT STORES 


CiassiFiep AccorpING TO SIZE 
(Typical figures summarized) 
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Note: The figures for executive pay roll and publicity 
pay roll were based on data available for the years 
1927 through 1930 and 1932 through 1936. The 
figures for accounting office pay roll were based on 
figures available for 1929, 1930, and 1932 through 
1936. 


evident that these stores had lower 
percentages than did the medium-sized 
stores for publicity pay roll, accounting 
office pay roll, and executive compensa- 
tion. The number of staff members 
required in the publicity, accounting, 
and executive offices, and the dollar 
outlay for their pay roll are not closely 
associated with the size of plant or the 
number of customers served, as is the 


10 Prior to 1929 the interest item was a composite 
account arrived at by combining the expense incurred 
for interest actually paid (other than mortgage 
interest which was included in rent) with an imputed 
charge for interest on net worth. From 1929 on, the 
interest charged as expense was wholly an imputed 
charge, 6% of the store’s average investment in 
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case with employees connected with 
operating and housekeeping, selling, or 
delivery. While salary rates per person 
may be higher in large than in medium- 
sized or small stores, the greater sales 
volume of the large stores makes lower 
percentage costs possible. 


Investment in Merchandise. The large 
stores, partly as a result of the more 
extensive markets served, and partly 
because of skillful merchandising, had 


CHART VIII 
Torat INTEREST AND RaTE OF STOCK-TURN FOR 
DEPARTMENT SroreEsS CLASSIFIED ACCORDING 
TO SIZE 
(Typical figures summarized) 
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more rapid rates of stock-turn than 
did medium-sized or small stores. Con- 
sequently the average investment in 
merchandise for firms with sales of 
$2,000,000 or more usually amounted 
to less than one-sixth of the annual 
sales volume, while for firms with sales 
of less than $500,000 the investment in 
goods ranged from one-fourth to one- 
third of the achieved sales. This situa- 
tion gave the large stores a definite 
advantage over medium-sized and small 
stores in the expense incurred for inter- 
est,!® taxes, and insurance on merchan- 
merchandise inventory, accounts receivable, fixtures 
and equipment, and real estate, the real estate interest 
being included with real estate costs rather than with 
other interest. The total interest percentages secured 
by the two methods are closely similar, and reflect the 


same conditions, with the investment in merchandise 
constituting an important part of the total investment. 
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dise. Chart VIII presents variations 
in the total interest percentage and the 
stock-turn rate by volume groups. 


Cash Discounts and Large-Scale Buy- 
ing. The more liquid position of the 
stores with large sales volumes enabled 
them to take advantage of cash dis- 
counts to a greater extent than did the 
smaller stores, and thus to obtain lower 
merchandise cost percentages. More- 
over, from a purchasing standpoint 
larger companies benefited because of 
their large-scale buying. Electric light 
and power used in store operation, for 
example, could be secured less expen- 
sively by large companies than by 
small, since commercial rates are ar- 
ranged on a scale which descends with 
increases in the quantities used; and 
in the case of many of the lines of 
merchandise carried for resale favor- 
able quantity discounts probably could 
be secured. But purchasing advantages 
did not accrue merely from savings 
made possible by quantity purchasing 
and prompt payment of bills. Big firms 
bought a considerably larger propor- 
tion of their merchandise directly from 
manufacturers than the smaller stores 
did, thus being in a position to secure 
lower prices than did the latter stores 
which dealt more extensively with 
wholesalers. 


Initial Mark-up and Gross Margin. 
Large stores characteristically had 
larger rates of initial mark-up" on 
invoice cost than the small or medium- 
sized stores did. There is no evidence 


11 Tnitial mark-up in dollars is the difference between 
the invoice cost (including inward transportation 
charges) of the merchandise and the retail selling price 
originally quoted on the merchandise. As used in this 
article the figures for initial mark-up are given as 
percentages of the original retail, or the sales which 
would have resulted if no changes had proved neces- 
sary in the selling prices originally quoted. The initial 
mark-up is not to be confused with the gross margin, 
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that any of this advantage accrued 
from setting high prices on the goods 
sold, although the large proportions 
of merchandise retailed under private 
brands by these stores makes general 
price comparisons among stores difh- 
cult. It is probable that the favorable 
CHART IX 
Init1aL Mark-up, Gross Marcin, AND TOTAL 
Retait Repuctions ror DEPARTMENT STORES 


CuassiFIED ACCORDING TO SIZE 
(Typical figures summarized) 
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Note: The figures for gross margin were based on 
data available for the years 1922 through 1936. 
Those for initial mark-up and total retail reductions 
were based on data available for the years 1930 
through 1936. Since some of the small firms were 
unable to give figures for retail reductions and since 
the computation of the mark-up figure depends on a 
knowledge of the retail reductions, it is possible that 
the initial mark-up and retail reduction figures for 
small stores are not so representative as they are for 
the medium-sized and large stores. 


rates of initial mark-up were dependent 
principally on the low invoice costs in- 
curred by the large stores. Chiefly 
because of their more favorable rates 
of initial mark-up, the big stores 
achieved better rates of gross margin 
than did the other stores, as is shown 
which is the difference between sales actually achieved 
and merchandise cost, the latter including such ex- 
pense as that incurred for alterations to merchandise 
and for losses through stock shortages and other 
reductions in the value of the merchandise inventory. 
Cash discounts are treated as credits to merchandise 
cost in arriving at the gross margin figure. In this 
article gross margin is expressed as a percentage of net 
sales. 
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in Chart IX. It is to be noticed, how- 
ever, that the stores with sales of 
$2,000,000 or more had a greater ad- 
vantage over the small stores in respect 
to achieved gross margin than they did 
in respect to initial mark-up, since 
the former stores had less severe retail 
reductions than did the latter. 


Retail Reductions. Retail reductions, 
which included discounts allowed to 
employees and others and losses in- 
curred for stock shortages, consisted 
mainly of losses resulting from mark- 
downs, or reductions in the selling price 
of merchandise offered for sale. Small 
stores which found it necessary to 
carry fairly complete lines of merchan- 
dise in order to satisfy their customers, 
and yet had too few customers to per- 
mit moving merchandise rapidly, were 
obliged to take heavier mark-downs 
than did the larger stores, and hence 
had greater retail reductions. On the 
other hand, stores with sales of $4,000,- 
000 to $20,000,000 had larger retail 
reductions than did either the moder- 
ate-sized or very big stores. It seems 
probable that these fairly large stores 
had systems of merchandise control 
which forced mark-downs after mer- 
chandise had been in stock specified 
lengths of time, while the very large 
stores may not have needed as exten- 
sive mark-downs to move their stock 
rapidly. 


Profits of Small, Medium-Sized, and 
Large Stores 


Operating profits, the difference be- 
tween gross margin and total expense, 
characteristically were not large for 
department stores. The typical figures 
never amounted to so much as 6.0% 
of sales for any of the size groups in 
any of the 15 years studied. Ordinarily, 
however, the large stores had more 
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favorable profits or less unfavorable 
losses than the medium-sized or small 
stores did. When the annual profit fig- 
ures for firms with sales of less than 
$500,000 were compared with those for 
firms with sales of $10,000,000 or more, 
it was found that from 1922 through 
1932 the difference was always 2.6% 
or more of sales. Margin and expense 
adjustments as firms began to recover 
sales volume following the depression 
diminished this advantage of the big 
stores so that in 1934 large and small 
firms had the same percentage of oper- 
ating loss. In 1935 and 1936 the large 
stores again achieved some profit ad- 
vantage over the small firms, but the 
differential was not so great as it was in 
predepression years. 

In general the final net gain figures, 
after considering other income, such as 
profit or loss on leased department 
operation, interest credits, and other 
sundry revenue, displayed the same 
tendencies as net operating profit, 
being roughly 3.0% of sales greater 
than net profit for all groups. 

Figures for net gain in relation to net 
worth are available for the years 1927 
through 1936 only. As a rule these per- 
centages were higher for the large than 
for the middle-sized or small firms, 
showing fluctuations similar to those 
usual for net profit or net gain in rela- 
tion to net sales. The ratio of net sales 
to net worth did not vary systemati- 
cally among the size groups, but sales, 
except in the depression years, usually 
amounted to between two and three 
times the net worth. 


Conclusion 


To summarize: Information avail- 
able for department stores for the 
period 1922 through 1936 shows clearly 
that significant differences both in 
operating margins and in operating 
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costs were associated with differences 
in the volume of business. It seems evi- 
dent that large stores had some pur- 
chasing advantage over small stores 
which helped them to secure favorable 
rates of gross margin. A substantial 
part of this margin, however, was re- 
quired to cover relatively high oper- 
ating costs. Net operating profit, the 
difference between margin and total 
expense, usually was not great. ‘The 
economies realized by large stores in 
such items as interest, taxes, insurance, 
and administrative pay roll were more 
than counterbalanced by high expenses 
developing from urban locations, the 
organization and management of large 
specialized staffs, the operation of ex- 
pensive selling departments not found 
in small stores, and the provision of 
costly services to customers. 

The medium-sized department stores 
typically achieved moderate rates of 
gross margin, the percentage figures 
being lower than those for the large 
firms but higher than for the small. 
So far as total expense was concerned, 
however, they commonly had rates but 
slightly lower than those incurred by 
large stores, and consequently they 
secured less satisfactory net operating 
profits than the large stores did. In 
many respects the middle-sized stores 
occupied a midway position between 
the large and small stores, some of the 
advantages and disadvantages of large- 
scale operation being reflected in their 
statistics. 

The small stores, serving small poten- 
tial markets and operating at relatively 
low costs, obtained low percentages of 
gross margin with which to defray their 
expenses. These unfavorable margins, 
while they may have resulted partly 
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from the disadvantages associated with 
small-scale purchasing, also reflect the 
relatively heavy mark-downs on mer- 
chandise usually taken by these firms. 
In a majority of the years studied the 
small stores sustained operating losses, 
whereas larger stores achieved profits in 
more than half of the years reviewed. 

In conclusion, it is well to note that 
from the information available it is 
impossible to tell to what extent the 
tendencies shown in this study may be 
affected by New Deal legislation. Wage 
rates instituted by the NRA in 1933, 
and probably retained by many com- 
panies after the act was judged uncon- 
stitutional, may have increased the 
relative expenditure for pay roll for 
medium-sized and large stores as con- 
trasted with that for small stores 
located in towns and small cities. 
Social security legislation enacted in 
1935 will affect all retailers, those with 
less than eight employees being exempt, 
however, from contributing to the 
unemployment insurance fund. Never- 
theless this measure may put a 
relatively heavier tax burden on 
medium-sized and large stores than on 
small stores, since these larger com- 
panies already have proportionately 
higher pay roll costs than do the small 
firms, and the tax is based on the 
amount spent for pay roll. It is also 
impossible to tell what changes will 
occur in the margin percentages for 
large, medium-sized, and small depart- 
ment stores as a result of the Robinson- 
Patman Act, passed in the summer of 
1936. Several years hence a correspond- 
ing study might show somewhat 
different variations with size of business 
for some of the operating items than 
the present analysis discloses. 








THE DOUBLE FEATURE AS A SALES PROBLEM 


BY ROBERT 


F the problems facing the mo- 
tion picture industry today, 
there is perhaps none more 

important or more perplexing than that 
created by the prevalence of double 
feature programs. The policy of exhibit- 
ing two feature-length pictures on the 
same program has played havoc with 
quality in a manner anticipated by but 
a few when the movement first gained 
great momentum in the recent depres- 
sion. Efforts have been made on all 
sides—by the producers, the exhibitors, 
and the public—to take corrective 
measures to relieve the situation, but 
because of the half-heartedness of most 
attempts, little has been accomplished. 
Though many producers, exhibitors, 
and theatergoers are coming to the 
conclusion that the double feature is an 
objectionable policy, the wide variety 
of interests and opinions has tended to 
complicate putting into effect a satis- 
factory solution. The paradox of opin- 
ion seems pertinently expressed by the 
film enthusiast who stated: “‘I would 
like to cast my vote in favor of double 
features—and hasten to add that I 
don’t particularly care for them.””! 


The Producers’ Standpoint 

When double features became in- 
creasingly popular after 1931, and 
quality seemed of less importance than 
quantity, the motion picture producers 
were keen to sense this change in public 
preference. Schedules were speeded up, 
scripts were thrown together with the 
1“Companies Win Anti-Dual Ruling; Public Votes 
Against the Practice,” Motion Picture Herald, 


March 13, 1937, p. 30. 

2In the language of the trade, “quickies” refers to 
those productions rushed to completion in less time 
than ordinarily taken, often solely to meet a release 


W. 
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least delay, and “quickies”? with 
unknown casts of characters were 
rushed to the nation’s picture houses 
in order to meet the urgent demand for 
more pictures. That this demand for 
double feature programs created more 
inferior pictures cannot be denied. For 
the past several years there has been a 
preponderance of films in the B classi- 
fication, and even in the present film 
season there appears to be no marked 
reversal from this situation, in spite of 
pre-season predictions. 

The introduction of the double bill 
brought with it a regrettable change 
in the practices of the industry. Before 
the “two-for-the-price-of-one”’ era it 
was the general assumption that the 
studios at least attempted to make a 
good film. To be sure, those who 
guided the policies of the industry were 
often far from correct in judging how 
a picture would be received by the film- 
going public—for no studio could 
produce all box office “hits’’—but 
there is no doubt that sincere effort 
was usually directed toward turning 
out a worth-while production. Perfec- 
tion in screen entertainment has given 
way in too many instances to flimsy, 
loosely-thrown-together films which 
have been anything but a credit to the 
producers. It is not surprising, however, 
that the spread of the twin bill has 
been at the expense of quality. A 
single feature production requires infi- 
nite planning and adept showmanship 
for every foot of film that goes into the 
schedule, such time being saved in script preparation, 
actual photographing of the scenes, or editing. The 
general assumption is that these loose, hurriedly- 


thrown-together pictures are no better than the 
trouble spent in preparing them for final exhibition. 
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final picture, a difficult if not impossible 
requirement when 40, 50, or 60 feature 
films are produced each year by one 
studio. As one outstanding producer 
metaphorically phrased it: “If three 
editions of ‘Ziegfeld Follies’ had been 
staged each year, each would have 
been just a routine girl show.’’8 
Moreover, quality suffered when 
production costs were lowered in order 
to turn out “quickies.”’ Although the 
average cost of a Class A feature has 
been estimated roughly at $400,000 
and upward, the amount expended for 
pictures to be shown on dual bills has 
been substantially lower.* According to 
some figures presented in the Motion 
Picture Herald, a trade publication, 
the amounts budgeted per picture by 
certain studios in 1936 for the latter 
type of production were as follows: 


No. 1: ... The budget... will run 
from $125,000 to $150,000. 


No. 2: . . . from $125,000 to $225,000. 

No. 3: . . . upward from $80,000. 

No. 4:... ranging from $125,000 to 
$225,000. 


No. 5: . . . This lot spends money on 
this . . . class, the lowest cost film made 
last year showing $180,000 against it.° 


Production costs for films released 
thus far this season have shown an 
increase; the rise may be attributed to 


3 New York Times, September 1, 1935, Sec. IX, p. 3. 
4Production costs for Class A pictures often are 
above the million dollar mark. The most expensive 
film reported thus far is ‘Conquest,’ a Metro- 
Goldwyn-Mayer production starring Greta Garbo 
and Charles Boyer, which is said io have cost in 
excess of $2,500,000.—Wall Street Journal, October 
18, 1937, p. I. The various costs of a million dollar 
production may be distributed as follows, according 
to Terry Ramsaye: cast, $250,000; extras and char- 
acter parts, $50,000; director, $100,000; director’s 
assistants, $20,000; make-up, hairdressers, etc., 


$9,000; teachers, $2,000; crew and labor, $12,000; 
sets and art directors, $125,000; stills and photo- 
graphs, $4,000; cutters, $10,000; film negative, 
$10,000; tests, $12,000; insurance, $20,000; sound 
engineering and negatives, $31,000; publicity, trans- 
portation, miscellaneous, $20,000; indirect costs, 
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higher labor charges, higher film sala- 
ries, and an increase in general ex- 
penses, as well as larger production 
budgets by those studios wishing to 
improve their product. The sincerity 
of many producers to live up to pre- 
season promises to make better pictures 
has resulted in their making more 
$1,000,000 films than ever before.® 
Thus far, however, the evidence ap- 
pears to indicate that most of this 
increased expenditure has gone to 
improve the quality of the A product 
rather than that of the B. This in 
itself has had a certain, although small, 
tendency to discourage dual bills. The 
improvement in quality of a number 
of A films, as well as their increased 
length, has accounted for many of 
them being shown singly in first-run 
areas. Samuel Goldwyn, producer of a 
number of outstanding pictures and a 
strong advocate of the single feature, 
has announced that he is producing 
films which will require over two hours 
for exhibition, making it inadvisable, 
if not impossible, to play them on a 
double feature program.’ Recently, 
however, the business decline which 
began in August has caused many 
studios to curtail expenditures wherever 
possible in anticipation of lower box 
office receipts this winter.’ What effect 
$150,000.—Jbid., reprinted from Motion Picture 
Almanac. 

5 “Use of Double Features Seen Affecting Production 
Plans,” Motion Picture Herald, June 22, 1935, p. 11. 
®6In 1936, the average cost for certain outstanding 
“special” productions ran around $500,000 _ to 
$700,000, while since that time many films have been 
running around $1,000,000, with a few going even 
higher to $1,500,000 and upward. Wall Street Journal, 
October 18, 1937, p. I. 

7 Mr. Goldwyn has constantly attempted to improve 
the standards of the industry, and has been one of 
the strongest critics of the evils created by the double 
feature practice. His most recent productions are 
“Stella Dallas,’ “Dead End,” “The Hurricane,” 
and “The Adventures of Marco Polo.” 

8 Wall Street Journal, October 18, 1937, p. I. 
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this will have on the number of B films 
produced remains to be seen, but the 
outlook is not particularly encouraging. 

Edward Small, a prominent pro- 
ducer, startled the industry some time 
ago by declaring that $30,000,000 in 
potential revenue is being lost by 
the producers each year because they 
are spending too little on B films. 
**T do not mean that huge sums should 
be spent on each picture,” Mr. Small 
states, “but that normal amounts, 
intelligently invested, will yield far 
greater returns than the combination 
of mass-produced ‘cheapies.’’’® Several 
other producers, however, contend 
that B pictures are essential, and have 
given no indication that they intend 
to produce fewer of them. B. P. 
Schulberg, for instance, states, “If 
there weren’t B pictures, there wouldn’t 
be any standard of comparison. I 
don’t want to make them myself, but 
they’re needed.” Walter Wanger be- 
lieves: ‘*' The cost of pictures is soaring; 
there’s a great virtue in being able to 
make films at a minimum once in a 
while.”!! Milton Bren, in charge of 
production at the Hal Roach studios, 
has this opinion: “We're definitely 
out to make A class pictures, but it’s 
a great advantage when a studio has a 
B program, because in that type of 
feature you can build up your players 
and give them their first opportunities 
before they have box office names.’’!* 

Several film executives have sug- 
gested that one way to displace the 
double feature would be to produce a 
series of 4,000-foot pictures based on 
short stories, popular poems, and 
novelettes which ordinarily would not 
9 New York Times, September 1, 1935, Sec. IX, p. 3. 
10 According to Edwin Schallert in the Los Angeles 
Times, as reported by Motion Picture Herald, Novem- 


ber 13, 1937, p. 56. 


1 [bid. 12 Thid. 


contain adequate story material or 
sufficient interest for full-length feature 
productions.'* The advantages of these 
featurettes have been pointed out to 


be: 


(1) The program’s running time could 
possibly be cut by thirty minutes or more. 

(2) Quickies would be eliminated. 

(3) Ranking stars could fill the rdles 
required in the featurettes, thereby not 
involving any box office loss. 

(4) There would be a faster turnover, 
to please the exhibitor. 

(5) Lower rental costs could be brought 
about. The cost of preparing stories for the 
screen would be reduced; production sched- 
ules would be shortened; and concise, fast- 
moving pictures would result. 

(6) The exhibitor could still advertise 
two features. 


Although promises in the motion 
picture industry should always be 
regarded with the greatest doubt, it is 
indeed heartening to know that pro- 
ducers have at least thought of increas- 
ing the number of major productions 
during the present film season. While 
quite a few important films already 
have been released this season along 
with a large crop of B’s, it is yet too 
early to predict the outcome for the 
year. The number of pictures scheduled 
for release is greater than that of last 
season, but the apparent emphasis that 
is tending to be placed on major pro- 
ductions, unsuited to double feature 
programs, is a welcome move. 

The number of feature films prom- 
ised by twelve producers for the 1937- 
1938 season compared with that for 
1936-1937 is shown in Table I. 


13 At the projection speed for sound pictures of go 
feet per minute, these featurettes would require 
approximately 44 minutes or less for exhibition, as 
compared with 65-85 minutes for the average 
picture. 
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Before this section of the discussion 
is closed, it may be pointed out 
that short subject producers have 
suffered heavily under the double 
feature régime. Although the larger 
producers of short reels have main- 
tained a fair portion of their former out- 
put to meet the needs of theaters in 

TABLE I 
Feature Fitms to Be Propucep By 12 PRODUCERS 
1936-1937 AND 1937-1938 


Features Features 

1937-1938 1936-1937 
Columbia 48 58 
Gaumont British 24 24 
Grand National 65 52 
Metro-Goldwyn-Mayer 52 44 to 52 
Monogram 42 None 
Paramount 58 60 to 65 
R. K. O. Radio 48 54 
Republic 69 54 
Twentieth Century-Fox 60 66 
United Artists 36 31 
Universal 42 42 
Warner Brothers 60 60 

604* 566 

*A great part of the increase is accounted for by the inclusion 
of Monogram, new producer-distributor, which promises 42 


releases. 

Source: “First ‘Preview’ of ’37-38 Production Plans 
of Twenty Companies,” Motion Picture Herald, 
April 17, 1937, p. 13. 

sections of the country where double 
features are not the common practice, 
nevertheless the reduction in film 
rentals in other parts of the country 
has been a continual worry. With a 
great section of their market literally 
destroyed, many of the short subject 
producers who owned - specially- 
equipped studios and kept a force of 
workers on the staff throughout the 
entire year, have been nearly ruined by 
the prevalence of the double feature. 


The Exhibitors’ Standpoint 


When double features began to 


spread beyond the New England area 
after 1931, many exhibitors contended 
that dual bills were a boon to their 
industry 


With the in a 


business. 
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highly competitive situation, and with 
general business conditions at a low 
level, ‘“‘two pictures for the price of 
one”’ appealed strongly to a large group 
of theatergoers. The public wanted 
more for its money, and it was natural 
to expect that a theater offering two 
pictures would have a competitive 
advantage over theaters which pre- 
sented a single picture at approxi- 
mately the same admission charge. 
That double features were popular 
at the time is evidenced by the increase 
in box office receipts for many theaters. 

Mr. C. C. Moskowitz, manager of 
theater operations for the Loew organ- 
ization, stated in 1935, when double 
bills were introduced in that circuit, 
that the commercial benefits of double 
features were shown by Loew’s box 
office returns. “It is interesting to 
note,” he states, “that often patrons 
will complain that they do not like 
two features. But after entering the 
theatre they will almost invariably 
remain for both features. So far our 
check-up indicates that by seeing two 
pictures at one sitting, the movie fan 
still comes back again during the week 
to see two more pictures. The fre- 
quency of attendance has not been cut 
down.”!* The following year a state- 
ment was made to the effect that favor- 
able business had continued. 

On the other hand, a manager of a 
middle western theater contends that 
double features are similar to a “shot 
in the arm’’—business increases for a 
short period, but after the “shot” 
wears off attendance again drops back 
to the single feature level. “‘ You can’t 
expect people to attend a theatre very 
often when double features are shown 
as a steady practice,” he states. 
“They may like the policy at first, 


14 New York Times, September 15, 1935, Sec. IX, p. 3. 
15 Tbid., May 3, 1936, Sec. X, p. 3. 
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but after a time they get their fill of 
long shows and aching joints, and then 
it’s difficult to sell them on the double 
feature idea after that.” 

Other theaters throughout the coun- 
try have been turned into laboratories 
to prove or disprove the theories rela- 
tive to twin bills. The Fox West Coast 
theaters found that business was no bet- 
ter with two features than it was with 
one of the pictures shown singly.'® The 
Shirley Temple picture, “Curly Top,” 
was doubled with “ Pursuit” in two Fox 
theaters, both films being produced by 
that company. After two days “Pur- 
suit’? was withdrawn and “‘Curly Top” 
remained on a single bill. It was re- 
ported that business not only kept up 
but increased over that of the first 
two days when a double feature had 
been shown. It is contended by the Fox 
theaters that this trial gives clear 
evidence of the fact that a good picture 
can stand alone if the public has a 
desire to see it. 

In an effort to arrive at a more 
definite conclusion as to the effect of 
double features on theater attendance, 
the writer interviewed a number of 
theater owners and managers concern- 
ing their own experience. The persons 
interviewed were almost wholly agreed 
that the first or second theater in a 
competitive area to present double 
bills gained an advantage which was 
reflected in higher box office returns. 
As other competitors adopted the 
practice, however, receipts were known 
to have dropped. Moreover, the major- 
ity of those interviewed believed that 
the number of patrons attending thea- 
ters in an area where the double feature 
policy had been universally adopted 
was no greater than would have been 


the case had all of these theaters 


exhibited single features only. It was 
6 [bid., September 1, 1935, Sec. LX, p. 3. 
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believed that if all show houses in a 
community offered the same amount 
of entertainment, no one theater would 
have any decided advantage. There- 
fore, a return to single bills by all 
houses would merely be a return to the 
competitive situation existing before 
the introduction of double features. 

Several of the managers contended, 
however, that double bills were an aid 
to their business, since their patrons 
were in the poorer class. “If you have 
this kind of a situation,” one manager 
stated, ‘‘you’ve got to give them quan- 
tity at a pretty low price.” 

In summary at this point, it may be 
stated that attendance at those thea- 
ters exhibiting double features may be 
dependent upon: 


(1) The state of competition. 
(2) Quality of the double bill shown. 
(3) Incomes of those in the community. 


(4) Living habits of those in the 
community. 
When double features were first 


coming into vogue, it is altogether 
probable that the prestige of those 
theaters adopting the policy may have 
been lowered considerably in the eyes 
of those who looked askance at quan- 
tity offerings. It was the popular con- 
tention, and perhaps a true one, that a 
theater exhibiting two features was 
“slipping,” else there would have been 
no need for it to turn to bargain offers 
in order to attract business. Dual bills 
usually found their way into the inter- 
mediate and subsequent-run houses 
first, because of their late showing of 
feature pictures caused by the so-called 
“protection” granted the first-run 
theaters. Moreover, the downtown 
first-run houses were less in need of 
additional incentives for business inas- 
much as they were offering stage shows, 
which, because of their high expense, 
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would have been prohibitive in the 
smaller second-run theaters. 

There is one element which must not 
be overlooked. When the double fea- 
ture custom first became prominent, 
the producers were making more pic- 
tures of Class A ranking, which could 
be exhibited alone in the best theaters. 
Thus, those theaters exhibiting two 
feature films were able to show two A 
pictures, which gave them the com- 
petitive advantage of offering both 
quality and quantity at a very reason- 
able price. This practice served to 
maintain to some extent the prestige of 
second-run houses which offered just 
about twice as much picture entertain- 
ment of the same quality as that pre- 
sented by the first-run houses. 

As stage entertainment became more 
costly, and as producers began to make 
more Class B pictures designed espe- 
cially for double feature purposes, the 
first-run houses adopted the dual bill 
policy. Reasons for the introduction of 
dual bills in the first-run houses are 
commonly given in the trade as: (1) 
double features were popular in the 
second- and third-run theaters, making 
it difficult for first-run houses without 
stage attractions to show a single 
feature at a higher admission price; 
(2) stage talent was becoming expensive 
and difficult to find, increasingly fewer 
units being on tour because of the 
inability to obtain enough bookings 
to keep the shows intact; (3) the gen- 
eral business depression required some 
added incentive to attract people into 
theaters charging higher admission 


prices; (4) the quality of pictures was 
being reduced, and two pictures, even 
of poor quality, were necessary to 
satisfy a bargain-hunting public; (5) 
double features enabled the theaters to 
exhibit a greater variety of pictures, 
appealing to a larger market. ‘Two 
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pictures diversified in entertainment 
were thought to bring in a larger 
audience, even if some wanted to see 
only one picture. 

Double features in most instances 
have brought about an increase in 
program costs owing to the added 
expense of the second feature, which 
usually has been greater than the cost 
of the eliminated short subjects. At 
first, exhibitors were less concerned 
with the additional expense inasmuch 
as increased attendance and receipts 
were an offsetting factor, but as 
attendance dropped there was a de- 
mand for lower rentals. Often, however, 
the exhibitors were not fortunate 
enough to eliminate the cost of short 
subjects displaced by the second fea- 
ture, since many producers, in protec- 
tion of their short subject divisions, 
insisted that all of their short reels be 
purchased in order to obtain feature 
productions, regardless of whether the 
former were shown. One small chain of 
theaters in a middle western city was 
forced to pay $4,100 in 1936 for short 
subjects which it could not show 
because of lengthy double feature 
programs, a large amount considering 
the chain’s total film costs. 

In addition to the higher program 
costs, the length of two-feature pro- 
grams has reduced audience turnover, 
curtailing the number of tickets that 
could be sold with capacity houses. 
The normal length of a single feature, 
together with accompanying short sub- 
jects, averages around two hours, while 
a double bill has been known to last 
314, 4, and 414 hours or even longer. 

From the standpoint of the exhibi- 
tors, the question of the effect of the 
double feature upon the future policies 
of motion picture theaters arises. It is 
significant to note that the president of 
the Motion Picture Theatre Owners 





232 


of America has asserted that the evil 
of the dual bill will cure itself only 
after it has cost the motion picture 
theaters millions of dollars at the box 
office.” As early as 1934, double fea- 
tures were denounced as unfair com- 
petition by this association, and the 
evils of the policy were said to be 
gradually wrecking the business.'* It 
was pointed out that not only was the 
practice hurting business for theaters 
in towns where dual bills prevailed, but 
theaters in noncompetitive country 
towns were suffering from the poor 
quality of both features and short sub- 
jects which logically resulted from the 
spread of double feature competition. 

At the beginning of the depression 
many theaters began to resort to 
almost every sort of attendance-getting 
incentive conceivable, including pre- 
mium offers of pillows, chinaware, 
bicycles, silk stockings, automobiles, 
lamps, watches, harmonicas, toilet arti- 
cles, etc. New types of cash chance 
games also met with wide acceptance 
by theater managers. With the advent 
of the NRA, an attempt was made to 
prohibit the use of premiums by 
theaters, and fines were imposed on 
those who refused to adhere to the code 
after all the exhibitors in a competitive 
area had agreed to do away with the 
practice.’ Fearful of being fined if 
they used premiums to attract attend- 
ance, many of the smaller theaters 
which had relied upon them as business 
getters were at a loss as to what to do. 
Those not already adhering to the 
practice adopted the double feature 
program which had been tried success- 
fully in some areas, deciding that the 
quantity appeal would compensate for 
1 Report of the President, M.P.T.0.4. Proceedings, 
1937 Annual Convention, p. 8. 


68 M.P.T.O.A. Bulletin, June 27, 1934, p. 1. 


19 The clause in the code referring to premiums was not 


automatic, making it necessary to take a vote of every 
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their inability to give something 
away. 

The sequel is well known. Just as 
the use of premiums spread from the 
small theaters to some of the largest in 
the country, so has the dual bill policy 
been adopted by many of the nation’s 
largest theaters; and, since the invalida- 
tion of the NRA, many theaters have 
returned to the use of chance games or 
‘“‘give-aways”” in addition to showing 
two features. What has been gained? 
Are not all the theaters on the same 
competitive footing as before? Has not 
cost in many instances been raised 
without a proportionate increase in 
attendance and receipts? Is the situa- 
tion healthy? Has it produced any real 
advantages from a long-time point of 
view? 

These are questions the exhibitors 
are asking. Many of them, fearful 
of the cheapening effect the system is 
having on the industry, have acted in 
groups to curtail the practice, but 
they have been successful in only a 
few cities. In Chicago, where the double 
feature controversy has raged inter- 
mittently for some time, at least ten 
theaters a short time ago began to 
show three features in an effort to 
force a larger chain to return from 
double to single bills. According to the 
Motion Picture Herald, one theater 
in the city was exhibiting three fea- 
tures, a cartoon, a comedy, a travelogue, 
and a newsreel, with the last show 
ending at 3 A.M. or later. Other 
exhibitors in the city stated that they 
vould show four or five features if 
necessary in order to compete with the 
larger chain’s double bill policy. Adver- 
tisements for the triple bill theaters 
theater in a competitive zone, as defined by the local 
clearance and zoning board for that purpose, in 
order to force their elimination. 

2 “Chicago Uses Triples in War on Long Shows,” 
Motion Picture Herald, July 3, 1937, p. 28. 
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read, ‘“Take your choice. See one or 
three pictures.””! 

During the last ten months exhibitors 
throughout the country have shown 
more interest in defeating the double 
feature system than at any time 
previously. Not content with mere 
shadow boxing, theater operators are 
at last beginning to make serious efforts 
to curtail the practice. Gradually they 
are becoming convinced of the injury 
and harm the system has brought 
them. Obviously the fight against 
double features must be waged for some 
time to come before the policy is 
eliminated. 


From the Standpoint of the Public 


Samuel Goldwyn, whose remarks on 
the health of the film industry always 
command serious consideration, as- 
serted some time ago that the caliber 
of motion picture entertainment runs 
parallel to the whims of public fancy. 
With due reflection, it is readily recall- 
able that we have had our cycles of 
G-Man thrillers, of star-studded musi- 
cals, of stirring war dramas, of thunder- 
ing westerns—all created in response 
to the demands of a somewhat fickle 
mass of theatergoers. Double features, 
likewise, were supposedly introduced 
because of the insistence for quantity 
even at the expense of quality and, 
also in the same vein, the double 
feature will probably continue to be the 
general vogue until the public has had 
enough of it. 

But from a study of the numerous 
polls of public opinion that have been 
conducted in the last few years, it 
appears that, with few exceptions, the 
majority of theatergoers have been 
protesting against the dual bill for 


21 Tbid. 
22 New York Times, May 31, 1936, Sec. X, p. 4. 
23*Warner, Skouras, Independents Looking to End 





233 


some time. While from a standpoint of 
statistical procedure one may question 
the technique employed in judging the 
taste of the motion picture public, 
the results have generally been so 
one-sided that they readily confirm 
what has been believed for many 
months—that the popularity of two 
features on the same program has been 
steadily declining. 

Perhaps one of the most extensive 
polls on double feature bills was 
conducted by Warner Brothers Pic- 
tures in 1936.7? Late in April, Warner 
Brothers sent letters to 1,000 clubs and 
organizations throughout the nation; 
to 2,000 daily newspapers (to be 
relayed to their readers) ; to 110 colleges 
and universities; and to several com- 
mentators and individuals. It was 
estimated at the time that approxi- 
mately 50% of the motion picture 
theaters in the country were showing 
two features. The questions asked in 
the survey were: “Are you in favor of 
having two features shown at motion 
picture theaters? Why?” A tabulation 
of 725,824 votes received in the canvass 
showed a four-to-one majority in favor 
of a single picture.” 

In a recent poll conducted by Fortune 
magazine, the question was asked, 
“Which do you prefer: double features, 
or one feature and some good short 
subjects?” Fortune reported that the 
second choice was designated by 63.9% 
of those replying, while only 21.7% 
voted for the twin bill.2* Of the 
remainder, 11.3% said that they did 
not attend pictures, and 3.1% were 
neutral. While all kinds of people 
agreed that one feature film with 
suitable short reels was preferable, the 
strongest support for double features 


of Dual Bills,” Motion Picture Herald, April 3, 1937, 


Dp, 23. 
24 Quarterly Survey, Fortune, July, 1937, p. 104. 
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the better films, or, as is the more com- 


came from the poorer classes, pre- 
sumably because of their desire to get 
more for their money. 

The Hal Roach Studios announced 
that in a poll they conducted single 
features were favored by 80% of those 
reporting;®® canvasses of school and 
other groups in Chicago showed a 
preference for the single bill:*® Missouri 
newspaper readers voted three-and- 
one-half to one against two features,” 
although a more recent poll conducted 
in St. Louis indicated that neighbor- 
hood theater patrons preferred double 
features four to one, and patrons of 
first-run houses preferred them less 
than two to one;* the National Educa- 
tion Association of the United States, 
composed of 190,000 teachers and 
principals in everyday contact with 
students and parents, voiced opposition 
against dual bills;?¥ 100,000 New York 
indicated the 


theatergoers’ answers 
5,30 


growing trend against double feature 

The peculiar thing about the latter 
situation—the New York poll—is that 
one local chain experimented with both 
single and double features, and in spite 
of the results of the poll, found that 
“two pictures will outdraw one good 
picture.”3! In a discussion on these 
experiments in the New York Times, it 
was stated that producers of B pic- 
tures, who find their greatest outlets 
on two-feature programs, “will argue, 
citing box office figures which are 
incontrovertible as they are important 
to the motion picture industry, that 
the carriage trade either has failed to 
recognize or has neglected to support 


25 New York Times, April 16, 1933, Sec. IX, p. 3. 

% “Warner, Skouras, Independents Looking to End 
of Dual Bills,” Motion Picture Herald, April 3, 1937, 
p. 23. 
27 “Companies Win Anti-Dual Ruling; Public Votes 
Against Practice,’ Motion Picture Herald, March 13, 
1937, p. 28. 

2s Boston Traveler, November 9, 1937, p. 21. 


mon complaint, that audiences of 
discernment and artistic appreciation 
are not large enough to make mature 
pictures profitable.” 

Why is there this apparent contra- 
diction between what the film public 
says it wants and what its actions 
prove it prefers? Why have most polls 
indicated that twin bills are unpopular, 
while in many instances box office 
receipts point out unmistakably that 
they are favorably received? 

There are several possible explana- 
tions for the confusion, one of which 
perhaps lies in the make-up of human 
nature. Very few persons will readily 
admit that they like bargains, but con- 
sciously or unconsciously the majority 
of the public is constantly looking for 
them. Whether or not this trait has 
been effective in hiding the true situa- 
tion is, of course, just a possibility, but 
there are many in the industry who 
consider it the main factor in explaining 
the results of the polls. 

A second explanation may be found 
in the fact that since two diversified 
feature films may appeal to two distinct 
sections of the market the combined 
audiences would naturally be larger. 
Although a theater exhibits a double 
feature program, a number of patrons 
may enter to see only one of the films. 
Thus, receipts might logically be ex- 
pected to be larger for the two audiences 
than would ordinarily be the case for 
either alone. 

Thirdly, in many instances in which 
double features have been purported 


29 “Companies Win Anti-Dual Ruling; Public Votes 
Against Practice,” Motion Picture Herald, March 13, 
1937, p. 28. 

30 “Warner, Skouras, Independents Looking to End 
of Dual Bills,” Motion Picture Herald, April 3, 1937, 


p. 23. 
31 New York Times, May 3, 1936, Sec. X, p. 3. 











The ‘Double Feature as a Sales Problem 


to be popular, the theaters have been 
located in the poorer areas where the 
patrons by necessity want more for 
their money. Moreover, other theaters 
which have reported success with the 
dual bill policy have been consistently 
exhibiting two good pictures on the 
same program, which has not been the 
common practice of most exhibitors 
who show a poor film with a good one. 

Some question may also be raised 
as to the amount of faith one should 
place in the results obtained from 
surveys similar to those mentioned. It 
is exceedingly dificult for anyone to 
give a true answer (although it may 
appear true to him) to such a question 
as: “Do you like double features?” 
With a product as variable as a motion 
picture, and with hundreds of combina- 
tions of films shown on double bills 
throughout the country and even 
within a local community, the words 
‘double feature” come to be associated 
with some outstanding experience— 
whether pleasant or unpleasant—of the 
person answering. A person stating 
that he opposes two features on the 
same program may be implying that 
on the average double features have not 
pleased him, but he may be failing to 
include in his answer that, if both 
pictures were good, he would like seeing 
them both on the same bill. Thus, what 
a portion of the public may be contend- 
ing in these surveys is that, as a rule, it 
has been dissatisfied with the caliber of 
double feature programs, and not with 
the double feature in itself. 

Taking everything into considera- 
tion, however, and accepting the polls 
for what worth they have, those in the 
trade are aware of the growing opposi- 
tion to double features on the part of 
the mass of theater customers. Poor 
quality of programs has created a 
dislike for the ordinary entertainment 
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value they present. In all of the major 
polls that have been conducted, the 
objections seem to group themselves in 
four categories: the length of the show 
causes eye strain and fatigue, engender- 
ing a distaste for motion pictures 
generally; at least one picture is 
usually inferior, obliterating the im- 
pression of the good one; the pictures 
often are not mated, which is particu- 
larly discouraging to children’s attend- 
ance; the policy causes the elimination 
of good short subjects. Those advo- 
cating the dual bill have most com- 
monly argued that it provides more for 
one’s money; that it offers more 
diversification; that usually one of the 
pictures satisfies; that poor short sub- 
jects are eliminated; and that it 
provides entertainment for an entire 
evening. 

The most energetic action on the 
part of the consumer to boycott 
double features occurred recently when 
two New Jersey men formed the Anti- 
Movie Double Feature League of 
America. Originally considered nothing 
more than a joke, the League’s activi- 
ties have been spreading, and none 
other than Samuel Goldwyn has an- 
nounced his wholehearted support of 
the movement. The leaders feel certain 
that after sufficient membership has 
been obtained the League will be able 
to influence exhibitors to stop ‘“‘the 
diabolic practice which is an insult to 
our intelligence.’’*? 


Conclusion 


In this discussion, effort has been 
made to present the great number of 
problems which the double feature has 
created. To those in the industry who 


32 1 900 in First of New Groups to Sponsor Boycotts 
of Dual Houses,” Motion Picture Herald, October 2, 


1937, P- 54- 








236 


take pride in presenting intelligent 


programs, and who have seen the mo- 
tion picture rise from a “‘peep show 
flicker drama’”’ to at least the border 
of art, the effects of the dual bill must 
be depressing. The preponderance of 
B films in the last few years, with 
scarcely any justification other than to 
meet crowded release schedules and to 
supplement another feature, has done 
much to damage the higher standards 
of production quality in the industry. 
The creative ability of the studios has 
been side-tracked for the stereotyped, 


. ° S| 7 
conventional approach which has com- 


monly become associated with these 
poorer films produced on a mass pro- 
duction basis. It is 


encouraging to 
know, however, that several of the 
producers who rushed into the produc- 
tion of low quality films have at last 
begun to realize that opportunity for 
profit lies in quality product. If the 
industry is to rise from its present 
condition, it must do so by placing 
foremost the improvement of quality 
as its objective; the recent insistence 
upon quantity has been at the expense 
of greater profits in the long run, and 
has hindered the continued progress 
of the industry. ‘The short subject pro- 
ducers have suffered most 
through the 
their market; they can never return 


perhaps 
destruction of much of 
to their halcyon days until the double 
feature system has been abandoned. 
The solution of much of the problem 
rests with the motion picture exhibitor. 
While 


porarily from the practice, they have 


many exhibitors profited tem- 


seen attendance fall to former levels as 
competitors adopted a similar policy. 
They have begun to realize that the 
system is fundamentally unsound, for 
both the present and the future. Many 
exhibitors have made courageous efforts 
to return to a single feature policy, 
but when they have acted individually 
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they have found their competitive 
position weakened by the nearby 
theater which continues to hold to dual 
bills. ‘The solution from the exhibitor’s 
standpoint, therefore, lies not in indi- 
vidual action, but in the cooperative 
movement of all exhibitors within a 
competitive area. Only then can the 
dual bill be satisfactorily eliminated. 
Several groups of exhibitors through- 
out the country have already met with 
success in this type of action; others, 
while not successful in the first at- 
tempt, have nevertheless taken a step 
in the right direction. 

The public itself has the greatest 
influence in forcing the elimination of 
double features. Producers and exhibi- 
tors alike must cater to consumer 
demand if they wish to remain profit- 
ably in business. If consumer opposi- 
tion becomes strong, it is a certainty 
that the policy will be curtailed. In 
several parts of the country this agita- 
tion has already been felt, and exhibi- 
tors have responded with a return to 
single features. In other areas, double 
features have continued because of the 
support of the theatergoing public. 
The quality of motion picture enter- 
tainment parallels closely the demands 
of the consumer, rising and falling in 
response to public fancy. 

It is safe to state that an increasing 
number of persons in all three groups— 
producers, exhibitors, and the public- 
believe that the double feature is an 
evil which must be removed. Some day 
in the not too distant future it is hoped 
that the producer will be able to devote 
his time to the planned production of 
better and finer motion pictures, the 
exhibitor will be able to present an 
outstanding feature film on a single 
program and expect a favorable patron- 
age, and the audiences will become 
more critical, demanding quality in lieu 
of quantity. 








SOME RECENT 


HE growing part which govern- 
ment continues to play in the 
economic and social life of the 
people stimulates a constantly increas- 
ing flow of upon 
government problems. A weekly pub- 
lication, devoted to a portion of the 
field only, requires several pages each 


books and articles 


time for mere indexing.! 

In this outpouring of published ma- 
terial, the dominant theme is that of 
administration. ‘The reason is obvious: 
government has become kinetic; its 
potential powers are being called into 
action on an ever-widening front, and 
are being experienced in more and more 
intimate ways vy greater and greater 
numbers of people. Without abandon- 
ing its role of umpire, government is 
participating in the game. Its hand is 
felt everywhere. People are becoming 
less interested in the theory than in the 
practice of government. The urgent 
question now is how it works. 


General Treatises 

The common denominator of admin- 
istration is action. Yet the workings of 
government have their in its 
form and structure, and long-range 
thinking cannot ignore the funda- 
mentals of constitutional establish- 
ment. Of more than timely interest 
in this connection is W. Ivor Jennings’ 
Cabinet Government,? which deals with 
the present-day structure and working 
of the government of England. Mr. 
Jennings is a constitutional lawyer, a 
barrister of Gray’s Inn, and a “‘reader”’ 
in the University of London. His treat- 


roots 


1 Recent Publications on Governmental Problems, Joint 


Reference Library, Chicago. 
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BOOKS DEALING WITH PUBLIC 
ADMINISTRATION 


BY HOWARD L. BEVIS 


ment of his subject is pragmatic, but 
he ranges over the history of centuries 
in tracing the development of British 
institutions. He is concerned, as he 
says in his preface, with the political 
part of the administrative system, the 
part in which ministers are primarily 
concerned, rather than with the dis- 
tribution of functions among the de- 
partments and the methods and 
operation of the Civil Service. He 
seeks, he says, to expound rather than 
to criticize. His lawyer’s instinct leads 
him to buttress his conclusions upon 
precedent, rather than upon theory. 
To those familiar with English govern- 
ment history, the precedents quoted 
are illuminating; to the average Ameri- 
can reader, they may seem a little 
prolix. But to any intelligent reader the 
book presents with unusual clarity the 
system of party government, govern- 
ment directly by the party in power. 
The Prime Minister, as such, is not an 
officer of the government but the leader 
of his party, chosen, for the period of 
his party’s dominance, to appoint the 
ministers of government, to stand, as 
it were, in the King’s stead before the 
country and the Parliament, but des- 
tined to give way to another party 
leader when his own party’s control 
over Parliament is lost. By this device 
the supremacy of Parliament is made 
consonant with a stable monarchy 
stability purchased, however, with the 
loss of regal power. Almost without ex- 
ception the ministers chosen are, and 
continue to be, members of Parliament. 
Thus, while the party will made 
2 New York: The Macmillan Company, 1936. 484 pp 
$5.50 
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effective through Parliament and the 
ministries, the administrative service is 
assured of a voice in legislation. 

In these days when the agencies of 
government are yearly being put to 
new and unaccustomed uses, compari- 
son of our own system with that of 
another great democracy is often edu- 
cational. Cabinet Government inspires 
many questions. How, for example, 
with a government politically more 
responsive than our own to the vicis- 
situdes of popular demand, is it pos- 
sible to maintain a level of public 
service generally conceded to be higher? 
The answer in large measure lies in that 
part of the English system with which 
Mr. Jennings does not deal, with the 
Civil Service autonomous 
strength and general excellence con- 


whose 


tinue to carry over the dead centers 
while changes in general policy are 
being worked out. 

An attack upon the American prob- 
lem of relating administrative eficiency 
to popular participation in government 
is made in E. Pendleton Herring’s 
Public Administration and the Public 
Interest.2 In Mr. Herring’s opinion, 
Andrew Jackson was right when he 
said: “There are... few who can 
for any length of time enjoy office and 
power without being more or less under 
the influence of feelings unfavorable to 
the discharge of their public duties 

they are apt to acquire a habit of 
looking with indifference upon the pub- 
lic interest. *” But Mr. Herring 
can see no benefit in Jackson’s remedy 
expelling the appointees of his pred- 
ecessor and replacing them with his 
own. Officeholders dependent upon 
party patronage for appointment and 
tenure are no more likely to regard the 


3 New York: McGraw-Hill Book Company, Inc., 


1936. 416 pp. $3.75. 





Harvard Business ‘Review 


public interest than are permanent 
incumbents. 

Indeed, the permanent 
becomes yearly more indispensable. 
The mounting tasks of government 
and their frequent technical require- 
ments make reliance upon short shifts 
of ofhce by the average citizen less and 
less satisfactory. The problem, then, is 
how to keep the bureaucrat alive to the 
public interest. The answer is to keep 
him conscious of public scrutiny. 

3ut this answer inverts the question. 
Is it possible to focus intelligent public 
attention upon an officer’s work? Ex- 
periments with direct democracy—the 
initiative, the referendum, the recall, 
even the direct primary—have not been 
reassuring. The greater portion of the 
general public is rarely able to pass in- 
telligently upon measures of broad pol- 
icy. Still less is it able to judge wisely 
of the execution of policy, where gov- 
ernment assumes direct and concrete 
meaning for the citizen. The long ballot 


incumbent 


yielded poor results. 

How, then, is the official to be kept 
aware of the public interest? Does the 
public know its interest? We frequently 
speak of the public interest in an ab- 
stract sense, with the implication that 
it is something that pertains to the 
entire public and in its essence has the 
quality of goodness. As a matter of 
practice, Mr. Herring points out, in- 
terests are concrete and usually limited 
to groups. They often clash. These 
groups exert pressures which play upon 
legislators and bureaucrats alike. Fre- 
quently the conscientious official feels 
that such pressures have to be re- 
sisted “‘in the public interest.” Yet 
these groups are intelligent in a way 
that the general public is not. They 
know what they want and why. They 
are able to appraise the effort of a par- 
ticular ofiiceholder so far as it impinges 
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upon the interests which they repre- 
sent. Only from groups can we get that 
intelligent scrutiny which preserves 
democracy. Says Mr. Herring: 


There can be no responsibility of the mass 
of officials to the mass of the public. 

The predicament of the bureaucrat now 
becomes clear. Special interests can not 
be denied a voice in the councils of the 
state, since it is their concerns that pro- 
vide the substance out of which the public 
welfare is formulated. On the other hand, 
a well-coordinated and responsible bureau- 
cracy is essential if the purpose of the 
state is to be attained. The solution of the 
liberal democratic state must lie in estab- 
lishing a working relationship between the 
bureaucrats and special interests—a rela- 
tionship that will enable the former to 
carry out the purpose of the state and the 
latter to realize their own ends. 


From this premise the author goes 
on to examine in detail the functioning 
of a number of government agencies: 
traditional agencies such as the revenue 
bureaus and the State Department, 
and the newer regulatory agencies such 
as the Federal ‘Trade Commission, the 
Federal Radio Commission, and the 
[Interstate Commerce Commission. Cer- 
tain special interest groups are dealt 
with—consumers, farmers, labor, busi- 
ness. He finds them powerful. “The 
growth of the federal government can 
not, of course, be explained entirely in 
terms of pressure groups, but certainly 
they have vastly influenced the ar- 
rangement of bureaus and depart- 
ments.” 

Mr. Herring does not offer any final 
conclusions, but his suggestions are co- 
gent and thoughtful. His book is a dis- 
tinct contribution. 

In both method and result, an inter- 
esting contrast with Mr. Herring’s 


study is furnished by 7he Regulation of 
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Competition by Nelson B. Gaskill.4 As 
a former Assistant Attorney General of 
New Jersey, Mr. Gaskill approaches his 
task as a lawyer. As a former member 
of the Federal ‘Trade Commission, he 
brings to it personal experience. His 
task is to trace the story of our na- 
tional attempt to regulate monopoly 
and unfair competition—which he char- 
acterizes as “‘a study in futility” —and 
to present a suggested Act in substitu- 
tion for the Federal ‘Trade Commission 
Act and the National Industrial Recov- 
ery Act. 

He picks up the story in 1911, when 
the Supreme Court read the “rule of 
reason”’ into the Sherman Law, which 
an inflexible 
and 


e 


thereupon ceased to be 
prohibition upon monopoly 
restraint of trade and became instead 
a prohibition of only those monopolistic 
movements and restraints of trade 
which were unreasonable in the judg- 
ment of the Supreme Court.”” The 
decision caused “consternation.” A 
Senate Committee reported unwilling- 
ness to repose in the Supreme Court 
“for any court” the “‘vast and unde- 
fined power which it must exercise in 
the administration of the statute under 
the rule which it has promulgated.” 
But the Sherman Law was in terms so 
general as often to leave business in 
doubt as to its scope and meaning. 
Woodrow Wilson, promising to see 
that the business of the United States 
was set free of monopoly, asked of 
Congress “explicit legislative definition 
of the policy and purpose of the anti- 
trust law.” But the task was beyond 
the capacity of Congress. It could 
frame no workable definitions. The 
Clayton Act, which attempted the 
process, “‘wound up in cloudy and un- 
certain qualifications which invoked 


+e 


ee 


New York: Harper & Brothers, 1936. 179 pp. $2.50. 
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all the prior uncertainties of judicial 
discretion.”’ [n the stalemate resulting, 
the President was led to favor the 
establishment of the Federal Trade 
Commission, which, contrary to his 
previous thought, was to have power to 
define, ad hoc, the general terms in the 
law. The discretion begrudged to the 
Court was now vested in a commission. 
But in the Gratz case, the Curtis 
Publishing Company case, the Klesner 
case, and the Raladam Company case, 
the Supreme Court refused to permit 
the substitution. The Commission was 
confined to interference with such 
trade practices as were illegal before 
the Clayton and Federal Trade Com- 
mission Acts were passed. Final deter- 
mination of the meaning of the statutes 
still remained for the Court. The 
Commission struggled hard to free its 
hands. For a time it hoped that the 
way had been found through the 
medium of the Trade Practice Con- 
ference. But this, too, collapsed when 
the Attorney General’s Office raised 
questions of authority. 

The final effort to accomplish the 
same general result, but on a wider 
scale, in the NRA code committees 
met a similar fate. The Court continued 
to refuse its sanction to the delegation 
of power which it says only Congress 
can exercise. 

In Mr. Gaskill’s opinion, the bald 
principle of “no monopoly” belongs 
to a past that will not return. But 
regulation is essential. General statu- 
tory definitions of forbidden conduct 
are probably impossible; the interests 
to be regulated are too varied and too 
complex. He believes that permissive 
self-regulation provided for by law, in 
which the standards of regulation are 
set up, will serve the purpose and pass 
the scrutiny of the courts. There is 
much food for thought in his suggestion. 


The contrast between Mr. Gaskij}’, 
and Mr. Herring’s analysis of the 
Federal Trade Commission’s histor, 
reflects the difference in their method; 
of approach. To Mr. Gaskill the resy); 
was foreshadowed from the day the 
Wilson plan for statutory definitioy 
gave way to the plan for administratiye 
legislation. The attempt to put conten: 
into the statute by administrative 
interpretation could never have been 
expected to pass the Court. The fina! 
acquiescence of the Commission in the 
limited role permitted it was inevitable. 
To Mr. Herring the varying degrees of 
vigor and the changing attitudes to- 
ward certain practices exhibited by the 
Commission were the products of 
differing temperaments, played upon 
by a variety of group pressures. Each 
author’s approach is a useful check 
upon the conclusions of the other. 

Discussion provoked by the current 
disposition consciously to utilize the 
powers of government to change the 
economic fortunes of groups and classes 
has apparently moved the veteran 
Charles A. Beard to reissue his Eco- 
nomic Interpretation of the Constitution 
of the United States® with a new intro- 
duction. The introduction in truth is 
but little more than a reply to some 
of the criticisms of the book made 
when it was originally issued in 1913. 
The author’s thesis, that the adoption 
of the Constitution was promoted and 
that some of its provisions were 
dictated by the economic interests o! 
its supporters, had apparently shocked 
many. Professor Beard states that 
Professor Albert Bushnell Hart had 
declared it little short of indecent, and 
that Professor Theodore Clarke Smith 
had assigned its origins to Marx. Justice 
Oliver Wendell Holmes, however, had 


5 New York: The Macmillan Company, 1936. 339 PP- 
$2.00. 
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nt extensive analysis. After 
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y; those interested in money 
, and consequently in the sanc- 
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ng the Federal Government control 
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rsely settled agricultural states 
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believed, but it was the work of a 
consolidated group 
knew no state boundaries and who were 
truly national in their The 
structure of the government devised 
at Philadelphia reflected these interests 
and made improbable any danger to 
the minority, which had property, 
from the majority, which had none. 
What significance has the second 
publication of this book at the present 
time? Some will see in the Supreme 
Court’s veto of certain New Deal 
measures a projection of the foresight 
of the framers in establishing a body 
far removed from popular control 
which can hold the “‘last thin line.” 
Others, however, will think that the 
popular tide has already swept away 
some of the safeguards originally relied 
upon—e.g., the election of senators by 
legislatures, real discretion in the Elec- 
toral College, taxation of incomes only 
in proportion to State populations— 
and is sapping dangerously at those 
which are left. Time and experience 
have certainly taught that mere con- 
stitutional fiat cannot permanently 
halt the satisfaction of popular wishes, 
if they be strong and persistent. But 
‘court pack- 


whose _ interests 


scope. 


. 


the public reaction to the 
ing’’ bill raises a question as to the 
whole thesis of political alignments on 
the basis of economic interests. Clearly 
they are not the only motivating force. 
Mr. Beard, of course, has never claimed 
that they were. 
Special Problems 

Whatever the urge or complex of 
urges which results in the establishment 
of major policies, such policies rarely, 
if ever, are seli-executory. Their suc- 
cess or their failure depends upon their 
administration. ‘This truth 
would not bear repetition if it were not 
so regularly ignored. The New Deal 


obvious 
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bristles with examples. Leaving out of 
account our beliefs as to policy, we are 
bound to acknowledge that in operation 
the AAA scored great success while 
the NRA “flopped” badly. The AAA 
was administered by a disciplined 
corps of trained and efficient people; 
the NRA began business with amateurs. 

The late “experiment” with prohibi- 
tion and the current experiments with 
liquor control furnish further exam- 
ples. After Repeal, by Leonard V. 
Harrison and Elizabeth Laine’ is an 
instructive study of success and failure 
in dealing with the problems handed 
back to the States by the Twenty-first 
Amendment. Not the least valuable 
part of the book is the foreword by 
Luther Gulick in which he presents a 
keen analysis of the processes of policy 
making and execution, with particular 
application to liquor control. After 
Repeal, as Mr. Gulick notes, approaches 
the liquor problem primarily from the 
standpoint of administration, wisely, 
as he believes, for “‘the key to success 
or failure is apparently in administra- 
tion.” This approach is both new and 
timely. The hysteria which beset the 
pros and cons of prohibition has sub- 
sided while the public emotions have 
been fanned by other winds. In the 
area of calm resulting, the administra- 
tive measures devised in the several 
States for the control of liquor have 
had opportunity to prove themselves 
without too much interference by zeal- 
ots. The authors of After Repeal come 
to their task well equipped by experi- 
ence. Their approach is factual and 
reasonably objective. They have not 
attempted to evade judgment and 
evaluation, but they have sought to set 
forth the data upon which their judg- 


7 New York: Harper & Brothers, 1936. 296 pp. $2.50. 
8 See Charles C. Abbott, “The Government Corpora- 
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ments are based. The principal objects 
of study are the Federal réle in the 
present scheme of things, the state 
licensing systems, the state monopoly 
systems, the implications of taxation 
and revenue and of law enforcement 
Particularly instructive is the effect of 
politics upon administration. It jg 
always well to remember that politics 
is the soil from which democratic 
government springs. 

State monopoly of the business of 
distributing liquor represents a belief 
that in certain fields the most effective 
means of public control is public man- 
agement. Other motives also have been 
sending governments into business in 
recent years. One is the belief that 
necessary objectives can only be accom- 
plished by government. Another is the 
belief that “‘yard sticks” are necessary 
to keep private enterprise in_ line. 
Both have brought into prominence 
the “government corporation.” 

The idea embodied in the device of 
the government corporation is not new. 
The old chartered company which went 
out to establish a colony comes to 
mind. The modern municipal corpora- 
tion which has its “‘private”’ as well 
as its “‘public” side is an affinity. The 
utility corporation with its delegated 
powers of eminent domain provides 
some analogy. But the government 
proprietary corporation now becoming 
familiar in both England and America 
bears at least as much resemblance to 
a government department as it does 
to an ordinary corporation. The rela- 
tive advantages of conducting a partic- 
ular enterprise through the medium of 
a department or the medium of a 
government corporation are frequently 
discussed.° 


tion as an Economic Institution,’ xv HARVARD 
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h Experiments in Public Owner- 
Control by Terence H. O’Brien® 
th the results of a study, pro- 
by the Institute of Public Ad- 
tion, of the Central Electricity 
the British Broadcasting Cor- 
and the London Passenger 
‘Transport Board. These institutions 
hosen for study because of 
common characteristics: they 
public ownership of major 

;, their function is not merely to 
culate but to produce or supply, their 
pe is widespread, they exercise 
ly privileges, and their man- 

nt is freed of the ordinary 
nts of bureaucratic and political 

. But with these common char- 

cs, the three services studied 
present widely different problems. ‘The 
Electricity Board serves simply as a 
lleman for power. It neither gen- 

tes current nor directly supplies 
ers. Its individual contacts are 
technical services are not too 

s. It does undertake to stimulate 

it does endeavor to eliminate 

mical plants, but both of these 

are persuasive rather than 


y in character. 
l'ransport Board, on the other 
directly serves “consumers.” 
? oe me a % ) rh 
Within the London Passenger Trans- 
\rea it has a monopoly of railway, 
ach, tram, and _ trolley-bus 


lhe Broadcasting Corporation is 
wered under its charter “to carry 
Broadcasting Service within 
United Kingdom ... ” and has 
commensurate width. Its 
ns are always highly charged 
litical potential, and require 

t and often delicate handling. 
W. Norton & Co., 1938. 303 pp. $3.0¢ 


e: Harvard University Press, 1937. 294 pp. 








The history, organization, financing, 
and methods of operation of each 
institution are treated in considerable 
detail, and some effort is made to 
appraise success or failure. The author 
endeavors to be fair, but seems a little 
inclined to discount pending tests and 
acclaim success prematurely. 

Government Proprietary Corporations 
in English Speaking Countries, by John 
Thurston,’ approaches the same general 
subject but in a different way. Where 
Mr. O’Brien’s treatment is “‘ vertical,” 
Thurston’s is “horizontal.” Instead of 
dealing piecemeal with particular insti- 
tutions, this book deals with four 
phases of all government corporation 
experience: legal status, finance, man- 
agement and administration, and public 
control. It is doubtful whether the 
horizontal treatment is as satisfactory, 
all things considered, as the vertical. 
A vast amount of information is 
brought together in Mr. Thurston’s 
book, but the process of applying each 
particular principle to a galaxy of 
institutions frequently results in a 
vagueness born of necessary attempts 
at generality. The method, however, 
offers the compensation of opportunity 
for generalization at every stage of the 
study which, for the purposes of many 
readers, is the most useful treatment. 
Although the book covers institutions 
in England and the British dominions, 
principal stress is laid upon government 
corporations in the United States. TVA 
comes in for considerable discussion. 

In contrast with the foregoing studies 
in administration and its techniques, 
which deal with broad areas of govern- 
ment activity, Marketing Agreements 
under the A.A.A., by EdwinG. Nourse,!! 
presents a detailed analysis of a single 


11 Washington: The Brookings Institution, 1935. 


446 pp. $2.50. 
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feature of the New Deal program for 
handling the agricultural problem. Al- 
though in the kaleidoscope of current 
government measures a pattern re- 
corded two years ago is likely to belong 
in the category of history, the present 
resurgence of crop control as an item 
of “‘must”’ legislation gives more than 
historical value to the experience re- 
ported on. 

In the evolution of Federal measures 
for dealing with accumulating sur- 
pluses, the marketing agreement has 
had its ups and downs. Mr. Peek 
attached major importance to it. Mr. 
Wallace was inclined to regard it 
lightly, stressing rather the necessity 
for acreage control. The Agricultural 
Adjustment Act of 1933 simply em- 
powered the Secretary of Agriculture, 
free of the antitrust laws, to enter into 
such agreements with processors, asso- 
ciations of producers, and others as 
would in his judgment “‘effectuate the 
declared policy” of the act, and to 
establish a system of licenses designed 
to facilitate the result. In the adminis- 
trative interpretation and enforcement 
of this provision, however, the market- 
ing agreement gradually assumed an 
importance beyond expectations. Non- 
basic crops, not subject to control 
through benefit payments, were han- 
dled solely by this device, and in 
basic crop control it was relied on 
considerably. 

The story of the negotiation of a 
large number of marketing agreements 
is set forth in some detail. For example, 
during the early summer of 1933 no 
agreement for sustaining prices of 
cigarette tobaccos was being pressed. 
Manufacturers feared such an agree- 
ment would lead to overproduction. 
The Agricultural Adjustment Adminis- 
tration did not think the situation 
serious enough to warrant a plow-up 





campaign. But as prices fell, growe, 
dissatisfaction flamed into threats of 
violence. The Governors of North ang 
South Carolina ordered the markets 
closed. A processing tax was then 
announced and a conference called t 
work out a price agreement. A proposal 
made by the Government involving 
stipulations as to opening of books and 
records was rejected. The Government 
was skittish of a counterproposal stipv- 
lating freedom to manage, conduct, 
and operate “with freedom of business 
policy as heretofore.” Finally, a “lim- 
ited’? agreement was effected which 
the Secretary approved with reserya- 
tions as to legality. 

For a brief but comprehensive and 
reliable account of the ‘New Deal” 
as a whole, nothing better has yet been 
published than d Description of the 
New Deal by Fred Rogers Fairchild, 
Edgar Stevenson Furniss, Norman 
Sydney Buck, and Chester Howard 
Wheldon, Jr.!? The authors are al 
of the faculty of Yale University and 
bring to their undertaking ripe training 
and experience in the fields of economic 
and political science. Their approach 
is “‘orthodox.” ‘They refuse to be 
blown about by the winds of doctrine 
known as ‘“‘new economics,” either 
of the ‘‘new era”’ or of the “‘new deal,” 
but profess the belief that “the pre- 
vailing body of economic principles 
[is] competent to explain the economic 
events of recent years, whether 0! 
prosperity or of depression.” ‘They 
think the need is ‘‘not a new body of 
principles, but the application of estab- 
lished principles to recent experience 
and propaganda.” In succinct fashion 
they take up banking, money, credit 
and prices, the farm problem and 
supply control, business regulation 


12 New York: The Macmillan Company, 1935. Re 
vised edition. 159 pp. 5o¢. 
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ling the NRA, labor, and govern- 
finances. 
rable water has run under the 
ce the revised edition was 
d and the story told is, there- 
some cases not complete. But 
nds indicated have generally 
wed, and the predictions 
d have usually been sound. 
ay be questioned whether this 
one on public administration, 
ncern being rather with the 
cs of New Deal policies than 
execution. But administra- 
the real sense involves the 
izing of all the sciences which 
the problems in hand and 
ection of a course of action 
iders their bearing upon the 
ts. In this setting it seems not 
priate to refer to the book 


hould be made of the appear- 

f Volume III-Bof I.L. Sharfman’s 
Interstate Commerce Commission.* 
|! and II of this monumental 
re published in 1931 and the 
e of Part III in 1935. The 
olume completes Part III. 
t IV, the last, dealing with the Com- 
organization and procedure, 

| too late for review in this issue. 
e III-B deals with rate regula- 
‘ssor Sharfman considers this 

n under two main heads, the 
ind the rate structure. Under 

he traces the efforts of the 
n and the courts to estab- 

ile for the fixing of reasonable 
The gradual modification of 
the impact of hard facts is 
hrough the struggles over 
st, reproduction cost, sound 
prudent investment. The pro- 
this or that percentage as 


The Commonwealth Fund, 1936. 





applied to a given base is questioned 
in the light of risk, interest rates, etc. 
Through it all the refusal of the courts 
to establish a single, set formula ap- 
pears as wisdom rather than ineptitude. 
No abstract formula has yet been 
suggested which will do complete 
justice on both the up and the down 
sides of the business cycle, through all 
stages of invention and change. 

Under the second head he considers 
the other great problem of preference 
and discrimination. To balance the 
legitimate interests of geographical 
areas; to bring into a working adjust- 
ment the elements of cost of service to 
the carrier and value of service to the 
shipper; to arrive at a just assessment 
of charges in proportion to the bulk, 
weight, and value of commodities 
handled; to keep in view the competi- 
tion of other means of carriage and of 
other kinds of commodities—in a word, 
to fulfill the law’s mandate to prevent 
unjust discrimination, without stalling 
trafhc—is a consummation which can 
never be more than approximated. 
The author deals with this problem 
under the general headings of rate 
relationships, commodity relationships, 
and distance relationships. 

The Process of Administration 

From the standpoint of the tech- 
nician in public administration, two 
books of essays that have recently 
appeared are of especial interest. Both 
deal with the process of administration 
itself, not with the administrative 
handling of some particular problem. 
They represent an effort to abstract 
from subject matter the techniques of 
administration, to analyze its essential 
elements, to formulate its principles. 
Without denying the subjective char- 
acter of good administration, they seek 
to discover objective criteria and scien- 
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tific principles for utilizing human 
beings to accomplish results. 

The establishment throughout the 
land in recent years of schools and 
courses to teach public administration 
has raised considerable discussion as to 
whether it is a science or an art—and, 
if either, whether it can be taught. Per- 
haps the name applied to it is of lesser 
consequence, but whether it can be 
taught is a matter of surpassing impor- 
tance. If it can, the vast resources of 
men and books represented in educa- 
tional institutions and agencies may be 
geared to the task of developing the 
efficient personnel indispensable to the 
accomplishment of the duties which the 
people are imposing upon their govern- 
ments. If it cannot, the development of 
this personnel will have to depend upon 
the fortuitous combination of aptitude 
with experience. ‘The possibility of its 
being taught depends in great measure 
upon the success with which rules, 
principles, or standards can be elabo- 
rated. Like the science of the law, the 
science of administration will develop 
painfully through practice. But the 
analogy holds promise. Means have 
been found to teach the adjective 
phases of judicial administration. May 
not means be found to teach something 
of administration generally? 

4 Chicago: University of Chicago Press, 1936. 146 pp. 
$2.00. 

18 New York: Institute of Public Administration, 
Columbia University, 1937. 195 pp. $3.00. 

16 The Frontiers of Public Administration comprises 
the following: The Meaning and Scope of Public 
Administration; The Meaning of Principles in Public 
Administration; the Responsibility of Public Adminis- 
tration; The Réle of Discretion in Modern Adminis- 
tration; A Theory of Organization in Public Admin- 
istration; American Society and Public Administra- 
tion; and Criteria and Objectives of Public 
Administration. 


The two books of essays referred tp 
are ihe Frontiers of Public Administra. 
tion, by John M. Gaus, Leonard p. 
White, and Marshall E. Dimock.« 
and Papers on the Science of Admini:. 
tration, edited by Luther Gulick ang 
L. Urwick.’® The first of these is per. 
haps the more philosophical in its ob. 
jective; the second the more concretely 
technical. The limits of space will not 
permit an attempt to indicate the con- 
tent of the eighteen essays printed, but 
some clues may be caught from the 
titles given in the note.!® Certainly 
these papers present much, and suggest 
more, that may be imparted through 
instruction. 

In reading these essays it is difficult 
to escape the observation that in great 
degree there is basic similarity between 
public and private administration. 
Differences of objective and of condi- 
tions under which work is carried on 
do, of course, create dissimilarities. 
But where purpose and size are sutfh- 
ciently alike to warrant comparison, 
the basic problems of organization, of 
personnel, of management, become 
almost interchangeable. The great need 
of the day is the development of a pub- 
lic attitude toward government which 
will permit public administration to a¢- 
vance as fast as private administration. 
The price of failure will be staggering. 

Papers on the Science of Administration comprises: 
Notes on the Theory of Organization (Gulick); 
Organization as a Technical Problem (Urwick); 
Principles of Organization (Mooney); The Adminis- 
trative Theory in the State (Fayor); The Function of 
Administration (Urwick); The Need for the Develop- 
ment of Political Science Engineering (Dennison); 
The Effects of Social Environment (Henderson, 
Whitehead, Mayo); The Process of Control (Follett); 
The Pros and Cons of Functionalization (Lee); 
Relationship in Organization (Graicunas); Social 
Values and Public Administration (Gulick) 




















TWO YEARS QF ADVERTISING 


BOOKS 


BY NEIL H. BORDEN 


—\ULLY half the advertising books 
+ published during 1936 and 1937 
vere written to instruct novices 

rt of advertising—a proportion 

has held over many years. These 
business men and for begin- 

ether written well or poorly, 

be said to contribute signifi- 

. advertising literature. Too of- 

y plow over old ground, giving 
new in information or in point 


reater share of the more sig- 
contributions in recent years 
contained in the reports of 
tudies carried on or instigated 
groups as the Association of 
\dvertisers, the American 

n of Advertising Agencies, 
\dvertising Research Foundation, 
me instances by individual busi- 
rganizations. Among such works 
- cited the advertising budget 

f the A.N.A.; the analyses of 

ne and newspaper circulations 
\.N.A. and the A.A.A.A.; the 
ing agency study carried on for 

f advertising men by Professor 

\. Young, followed by the po- 
the A.N.A. and the A.A.A.A.; 
irches on radio ownership and 

» listening habits conducted 
idcasting companies, groups of 
and advertisers; the publica- 
the Trafic Audit Bureau; and 
lies made by several advertising 
and magazines and news- 

n market areas and buying 
tunately, among the books of the 
years are several that may be 
red worthy additions to adver- 


Ta Years 


ok eAdvertisina Ranke 


tising writing. To these, chief attention 
will be given in this review. 


Specialized Treatises 

Retail Advertising and Sales Promo- 
tion,! by Edwards and Howard, ca- 
pably fills a long-felt need. Up to this 
time no treatise has adequately dealt 
with the problems of retail advertising 
and promotion. Especially lacking has 
been a rounded discussion of advertis- 
ing and promotion as tools of business 
management to be closely tied in with 
merchandising and sales management 
efforts. 

A limited literature 
such management problems has grown 
up in the form of in trade 
papers, of speeches contained in trade 
association publications, and of numer- 
ous case reports. Unfortunately this 
material has been widely scattered and 
the data have often been contradictory. 
Until this time no one has written a 
comprehensive declaratory text digest- 
ing the evidence. It is apparent that 
the authors, in addition to drawing on 
their own experience, have laboriously 
studied the data available to give their 
appraisal of best current retail adver- 


dealing with 


articles 


tising practice. 

The greatest of 
volume rests in the first six chapters 
and in several near the end which in- 
quire into the nature and purpose of 
retail advertising; the problems of 
organization for the advertising depart- 
ment and the publicity division; adver- 
tising department procedure; budgeting 


contribution the 


1 Charles M. Edwards, Jr. and William H. Howard, 
Retail Adverts Prom New ¥ 


Prentice-Hall, Inc., 1936. 749 pp. $4.0 
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for publicity; the building of an adver- 
tising plan as an element in a total 
selling plan; types of retail advertising; 
retail sales promotion; and research 
for measuring the retail market and for 
determining what to promote. The rest 
of the book deals with the techniques of 
making advertisements and displays 
and the problems of evaluating and 
selecting media. 

The problems treated and the prac- 
tices described relate to any retail 
institution, although the discussion re- 
fers mostly to the advertising of depart- 
ment and specialty stores, which, 
among retail institutions, have prob- 
ably given most careful thought and 
attention to the basic management 
problems of retail advertising. 

In so comprehensive a text, many 
topics are not treated so exhaustively 
as might be desired. On the other hand, 
in giving a clear and well-rounded pic- 
ture of the problems and the procedures 
of retail advertising, the book does a 
job that has not been done heretofore. 

Rudolph’s Four Million Inquirtes 
from Magazine Advertising? is a mono- 
graph giving the findings of a careful 
and painstaking research of the type 
needed if we are to learn more about ad- 
vertising testing methods, their mean- 
ing, and their validity. Rudolph sought 
to learn whether inquiry responses to 
advertisements are a reliable measure 
of advertising effectiveness and, if so, 
how variations in such elements as size 
of space, color, magazine position, and 
season affect responses. 

The volume indicates that the author 
has an understanding of and devotion 
to the scientific method greater than 
that displayed in many advertising re- 
searches. He has given his data, ex- 
2H. J. Rudolph, Four Million Inquiries from Magazine 


Advertising. New York: Columbia University Press, 
1936. 101 pp. $5.00. 
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plained his methods, recognized the 
shortcomings of data and methods. 
and, on the whole, has guarded agains; 
drawing conclusions unsupported by 
the evidence. 

While the author did not find the 
evidence conclusive, he gave as his 
assurance “that replies to keyed ad- 
vertisements afford a significant meas- 
ure of individual differences between 
advertisements and probably some 
indication of relative sales value.” His 
assurance that responses measure di- 
ferences in effectiveness seems well 
founded; his uncertain belief that they 
may indicate relative sales value is not 
supported by any evidence in this 
study. 

Two sets of data to support his hy- 
pothesis were produced. First, a sizable 
group of advertisements showed a con- 
sistent ability to produce responses, the 
relative responses from series of adver- 
tisements holding when they were 
placed in different magazines. Such 
consistency supports the theory that 
inquiry responses indicate differences 
in effectiveness of some kind, but not 
necessarily differences in sales value. 
The author brought out clearly that an 
advertisement’s ability to produce re- 
sponses to an offer is not necessarily 
related to the ability of that advertise- 
ment to produce sales of the product 
featured. 

Second, as evidence of inquiries as 
an index of effectiveness, he made a 
comparison of ratings of certain adver- 
tisements, based on number of coupon 
responses, with ratings made by Dr. 
George Gallup based on reader reports 
of advertisements seen and read. He 
reasoned that agreement in ratings 
would indicate both methods “rea- 
sonably efficient in measuring the mate- 
rial at hand.” In this connection, Mr. 
Rudolph failed to point out that 
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types of tests may measure 
abilities of advertisements. 
reement would merely give 
that the two methods might 
the same abilities of adver- 
while lack of agreement 
not necessarily invalidate either 
\ccordingly his finding of a 
rable degree of agreement be- 
the two methods is no more 
idence of probable measure- 
y the two methods of the 
ability of advertisements to 
interest and reading. Still lack- 
idence that variations in coupon 
for general advertisements 
re relative sales effectiveness.* 
tracing the effect of different 
such as size, color, season, et 
pon coupon returns, Mr. 
relied upon the theory of com- 
error. ‘Theoretically, when 
the effect of any one vari- 
ther variables should be kept 
(he character of the inquiry 
such, however, that the 
r maintained it was not possible 
1 constant variables other than 
being examined. Moreover, he 
the conviction that it was 
to know all the variables 
night have a bearing on the 
of replies. although 
n the theory of compensating 


Hence, 


not desirable, he accepted it 
‘ practicable plan to follow. 
is studies on coupon inquiries 
been highly satisfying or con- 
ve study of the advertising of the Cali- 


t Growers’ Association, the writer found 
t between the ratings on coupon 


ler reporting service. A further test 

ent of these two methods with a 

ry test. See Marketing Policies of the 

Walnut Growers Association by H. C. 

N. H. Borden, Farm Credit Administra- 
DD: € B etin No. I 

i \ ] t atte pt to 

c ensating errors in 
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vincing because the method of com- 
pensating errors has been relied upon. 
When advertisements of different prod- 
ucts making widely 
employing different sizes of page, ap- 


rarts y 
varying offers, 


pearing in different seasons, and sub- 
ject to many other variables, are 
poured into the same pot in search of 
a generalization regarding the effect 
of some element of the advertisements, 
the result is unsatisfactory. There may 
be compensation or there may not be. 

Fortunately, Mr. Rudolph in his 
analysis generally gave the data for the 
15 different products studied, as well as 
the combined data. Moreover, in study- 
ing such a variable as color, he limited 
his study wholly to full-page advertise- 
ments, and when considering the effect 
of size he did not include color pages. 
Accordingly, the evidence regarding in- 
dividual products and the description 
of method given when variables have 
been eliminated provide the reader 
with better evidence upon which to 
base conclusions than has been possible 
in many previous coupon studies.‘ 

While some of Rudolph’s conclusions 
with regard to the effect of the various 
elements upon coupon responses are 
not too convincing because of the 
method employed, the data in some 
areas are highly interesting and appear 
to warrant the tentative conclusions 
set forth. 

Confidence in the study is increased 
by the author’s warning that his con- 


clusions are not to be accepted as 


a coupon study was made some years ago by Mr. A. T. 
Falk in his analysis of the responses to the advertising 
of the Gordon Van Tine Lumber Company. In this 
research M I all at sea ¢ eC € for vari 

elements which he apy lied t ] to be } ed 
that the ere ng statistic C er ent n started 
by Falk in that study might be carried forward in 
further c n research (A. T. Falk, “Ar alyzing Ad 
vertising Results,’ vil HARVARD BUSINESS REVIEW 


m 
oe 











250 Harvard Business ‘Review 


unalterable facts—that few known 
facts about coupons can be labeled 
as incontrovertible and that his find- 
ings should be subject to continual 
revision and modification with accumu- 
lating evidence. 

The study is a commendable effort 
in the growing quest for actual data to 
guide advertising effort. 

Phillips Wyman’s Magazine Circu- 
lation: An Outline of Methods and 
Meanings® is interesting as a piece of 
special pleading on a topic about which 
has raged emotional controversy. It 
gives a magazine circulation manager’s 
appraisal of circulation methods. The 
skill with which he sets forth his view- 
point and the new information which 
he gives with regard to the distribution 
and circulation methods employed by 
magazines make the volume a helpful 
contribution to those interested in the 
important problem of appraising media. 

During the recent depression, na- 
tional advertisers and the organized ad- 
vertising agencies brought pressure 
upon magazines to reduce rates. They 
attacked the policy of certain maga- 
zines in maintaining circulation by ag- 
gressive circulation methods as a means 
of justifying space rates. More than 
ever, advertisers desired to buy circu- 
lation reflecting active reader interest. 

Mr. Wyman maintains that the 
problem of magazine publishers has 
been not one of selling or promotion, 
but one of building distributive facili- 
ties, of making a product with a low 
unit price and a wide though thin 
market available to all who might use 
it. He contends that magazines are 
different from other types of merchan- 
dise, that there are no strong motives 
to which appeal can be made to induce 


5 Phillips Wyman, Magazine Circulation: An Outline 
of Methods and Meanings. New York: McCall Com- 


pany, 1936. IQI pp. 


their reading; that the need which 
people feel for reading leads them tp 
buy those magazines which they know. 
In the long run, magazines are bough; 
and not sold. 

He argues that the varied selling 
methods employed by the magazine; 
have been adopted to meet the varied 
buying habits of readers, to overcome 
their inertia. He insists that most meth- 
ods of selling magazines are not high 
pressure but low pressure attempts to 
reach a thin market. 

The reasoning is at times hard to 
accept; it sounds a bit specious. The 
author recognizes the superiority of 
newsstand circulation which represents 
a purely voluntary action on the part 
of the buyer and hence a reader inter- 
est. He sees and outlines, with a clear- 
ness which only a man in circulation 
work can, the abuses that might be 
practiced to force circulation. In the 
end the reader is likely to wind up with 
the feeling that after all it is essential 
for the buyer of advertising space care- 
fully to study the reports of the Audit 
Bureau of Circulations upon the meth- 
ods employed in gaining circulation. 

In spite of this criticism, the book is 
a contribution. A better understanding 
of the meaning of different types of cir- 
culation can be had because of the clear 
descriptions of circulation methods 
given. It is a volume that anyone in- 
terested in the purchase of magazine 
space should know. 

Advertising for Immediate Sales,® by 
John Caples, is in large part a collec- 
tion of articles which appeared in dd- 
vertising €&F Selling and Printers’ Ine, 
discussing methods employed by na- 
tional advertisers in recent years to 
induce immediate action to advertising. 


6 John Caples, Advertising for Immediate Sales. New 
York: Harper & Brothers, 1936. 281 pp. $3.50. 
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the devices discussed are the 
peal, the buy-now appeal, tele- 
rders, coupons, premiums, con- 
nd testimonials. 
_ Caples’ book is valuable chiefly 
numerous examples it gives of 
action devices and for its dis- 
their techniques. A more 
le and stimulating contribution 
vith the advertising and busi- 
enificance of the increasing 
direct action 
turers will be found in a series 
les in Printers’ Ink by E. T. 
entitled ‘“‘Coupons in Ad- 
7 Gundlach, more than any 
n, has pointed out the sig- 
between the direct and the 
pproach in advertising. His 
vritings attacked as a fetish the 
1 reliance on indirect action 


devices by 


national advertisers. He be- 
wn as the exponent of direct 

lvertising. 
he recent Printers’ 
he makes an 


Ink articles, 
interesting 
not conclusive analysis dealing 
question of choice of con- 
tion objectives in advertising, 
deplores is given so little 
ition by advertisers “when it 
iould be considered first and 
His analysis has led him, 
been considered the exponent 


t action, to make this statement: 


t sweeping of our conclusions 
eries of articles is to my mind the 
iversal importance of consumer 
lirectly created. While coupons 
rful factors in certain instances, 
vertising’s basic objective is in- 
5 


1, commonly called publicity. 


les appeared weekly in Printers’ 


19, 1936, through April 1, 1937 
Ink, April 1, 1937, p. 116. 
Gr , Dealer Display Advertising. New 
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For those who desire real stimu- 
lation in their thinking about ad- 
vertising strategy, this series of articles 
by Gundlach is highly recommended. 
Advertisers appreciate too little the 
importance of choice of consumer action 
in planning advertising campaigns. 

Michael Gross’ Dealer Display Adver- 
tising® is a helpful little volume out- 
lining procedures to follow to insure 
resultful displays. Discussed are such 
practical considerations as how to deal 
with lithograph salesmen, the details 
to watch in order specifications, ship- 
ping methods for inducing use of dis- 
plays by retailers, practical details on 
designing displays to meet 
needs, the relative worth of various 
needs, and the relative worth of 
various methods of distributing dealer 
materials. 

The book is not a mere list of direc- 


dealers’ 


tions on mechanics, however. It ana- 
lyzes the place of displays in the 
scheme of selling and the strategy that 
should be employed to prevent waste. 
A sound note of 
throughout the discussion, namely, to 


advice is carried 
devise dealer and counter displays from 
the point of view of the retailer. The 
retailer's desire is direct action, imme- 
diate response by the consumer. ‘This is 
sound advice, for too many manufac- 
facturers’ displays are a mere reflec- 
tion of their indirect-action, magazine 
advertising. 

Getting and Keeping Classified Adver- 
tising,!’ by Morton J. A. MacDonald, 
discusses a type of advertising regard- 
ing which no general treatise heretofore 
has been available. It is written from 
the point of view of the manager of the 


York: Ronald Press Company, 1936. 182 pp. $3. 
1 Morton J. A. MacDonald, Getting and Keep 
Classified Advertising. New York: Prentice-Hall, I: 


1936. 436 pp. $3. 
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classified department of a newspaper, 
and examines not only the more impor- 
tant issues and procedures involved in 
the operation of such a department but 
frequently the minutia as well. 

In Breaking into Advertising,'! Wal- 
ter Hanlon advises youngsters without 
training or experience on how to pro- 
ceed to get an advertising job. It does 
not cover the same ground as James’ 
Careers in Advertising,'* but rather sup- 
plements it. James’ volume has proved 
valuable in aiding young men to decide 
whether their interests and capacities 
should lead them into advertising work. 
[t provides good information on what 
various pursuits in the field of adver- 
tising require and offer. 

Hanlon’s book, on the other hand, 
attempts to tell the youngster how to 
handle himself in talking with em- 
ployers, and where to look for the job. 
Part of the volume is devoted to 
thumb-nail sketches of men and women 
in advertising work, describing how 
they got started. 

Crippen’s Successful Direct Mail 
Methods covers some aspects of di- 
rect-mail advertising more adequately 
than previous direct-mail treatises, for 
example, in its treatment of the mailing 
list and of the testing of mail cam- 
paigns. The greater part of the volume 
is devoted to an analysis of the 
construction of various mailing forms 
with numerous examples of successful 
practice. 

James R. Adams’ More Power to Ad- 
vertising'* is in substance a series of 
essays setting forth the views of a 
long-time practitioner on the basic ele- 
11 Walter Hanlon, Breaking into Advertising. New 
York: National Library Press, 1935. 120 pp. $2.00. 
12 Alden James, Editor, Careers in Advertising. New 
York: The Macmillan Company, 1932. 

18 John K. Crippen, Successful Direct Mail Methods. 
New York: McGraw-Hill Book Company, Inc., 1936. 


336 pp. $3.50. 
14 James R. Adams, More Power to Advertising. New 


ments necessary for effective advertis. 
ing; among them are included a sound 
selling idea, a definite objective, sim. 
plicity in appeal, temperance in |ap- 
guage, a core idea. The essays are 
direct, simple, and effective in style 
Making no pretense at being a sciep- 
tific analysis, the volume has been 
written to carry over to business men 
the convictions of one who obviously 
is fond of his craft. . 


General Texts on Advertising 


Among the general texts which have 
appeared during the past two years, 
two stand out as worthy of note. They 
are Sandage’s Advertising Theory and 


Practice,'* and Nixon’s Principles of 


Advertising.” 

Different from most college texts on 
advertising, Sandage’s book empha- 
sizes not the techniques of advertising 
but rather its economic and social as- 
pects and problems encountered in its 
use by business men. Considerable 
space is devoted to market and product 
research and to testing methods. In so 
far as it is possible in a general text, the 
volume presents a well-rounded discus- 
sion of the topics included. The shift 
in emphasis from mere matters of 
technique and procedure to econom- 
ic and business management prob- 
lems is commendable. 

In order to meet the desires of teach- 
ers for a discussion of the techniques 
of advertising, the author has provided 
a technical supplement to accompany 
the main volume. 

Professor Nixon’s book likewise rep- 
resents a worthy addition to general 
York: Harper & Brothers, 1937. 179 pp. $2.50. 

%C. H. Sandage, Advertising Theory and Practice. 
Chicago: Business Publications, Inc., 1936. 618 pp. 
$4.00. 
16H. K. Nixon, Principles of Advertising. New York: 
McGraw-Hill Book Company, Inc., 1937. 541 Ppp: 
$4.00. 
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¢ texts. While the volume to 
ible extent is devoted to the 
ry treatments of advertising 
it, printing, engraving tech- 
id media, 
is been placed upon social, 
management 


ul considerable em- 
and business 
ms. Clarity for pedagogical pur- 
been achieved by organizing 
terial around seven principles 
successful advertising. 
general texts following more 
lines are Dygert’s Adver- 
Principles and Practice,“ and 
How to Write Advertise- 
neither of which offers any 
innovation in arrangement, 
h, or material. 


Copy Writing and Layout 
volume by Kenneth M. 
How to Write Advertising, will 
igh rank among books on copy 
[t is colorfully and forcefully 
he analyses of the writer’s 
1 the directions given for at- 
advertising writing 
understandable, 
rkable aids for the student of 


effective 
stimulating, 
ig, in so far as analyses and 
s can help in developing skills 
ne de Lopatecki’s Advertising 
ind Typography” is a practical 
n layout-making and typog- 
devised primarily for 
a training in design. In giving 


those 


uggestions on how to proceed 


ising construction, it compares 


) t { r 1% Pr , Pr = 
l Greer ( 

Howard, H Write Advertisemer 
[cG Hill Book Compa Inc., 1937 
1.G i] to Wri 4 r Ne 

(; ind Cor t 168 


favorably with other books of its 
kind. 

A revision of Professor George B. 
Hotchkiss’ Advertising Copy?! 
vided this excellent and widely ac- 
cepted text on advertising writing with 
new illustrative examples and a mod- 


ernization of certain text materials. 


has prt = 


History of Advertising 

Kenner’s The Fight for Truth in Ad- 
vertising”? is an attempt to recapture, 
while participants are still alive, the 
events and personalities involved in 
the truth-in-advertising movement. 
The author, who is director of the Bet- 
ter Business New York 
City, and chairman of the Committee 
on the History of Truth in Advertising, 
has been able to draw upon his own 


3ureau of 


experiences as well as upon published 
and unpublished records and the recol- 
lections of a host of business men who 
have taken a part in the movement. 

The book divides itself into three 
parts. The first deals with the events 
leading up to the development of an 
organized campaign for eliminating 
fraud from advertising, 
steps from the early oratory and prop- 
aganda efforts to the establishment of 
fact-finding services designed to deal 


tracing the 


with abuses. The second group of chap- 
ters relates the organized efforts in the 
war on financial frauds; while the third 
group of chapters relates to the cam- 
paign against fraudulent and undesir- 
able advertising and selling practices 
in the marketing of products. ‘The book 


0 Fuge le Lopatec {dover La and T 
pography. New Y The R Press Compa 
1935. 1 pp. $3 

George B. Hotchkiss, Adver ( New York 
H er & Brothe 1936 43 $3.25 
22H. J. Kenner, The Fight for Tru Advertisi» 
New Yor . Table Pre | I 298 py 
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is primarily factual, with limited com- 
ment to indicate the philosophy and the 
business significance of the movement. 

In his conclusion, Mr. Kenner devel- 
ops the thesis of the need of voluntary 
efforts by business men to accompany 
government protection against fraud. 
In view of the growing interest in 
consumer problems and the recurring 
suggestions to extend government con- 
trol over advertising, it is valuable to 


have this record of the voluntary efforts 
made by business men to eliminate 
undesirable business practices. 

It is to be hoped that subsequent 
studies may delve more deeply into the 
difficulties encountered in self-correc- 
tive activities by business men and in: 
the probable consequences of extensioy 
of government control over aggressive 
selling methods beyond the ranges of 
mere protection against fraud. 
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